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Banker’s Diary 


Mid-June—Mid-July 


WHILE there was a certain amount of precautionary 
borrowing from the Bank of England in anticipation of 
The the end of the half-year, on June 30 itself 
Money easy conditions prevailed, and the ‘market 
Market did not have to borrow from the Bank. 
This was not wholly unexpected, for June 30 fell on a 
Tuesday, and so the ms irket had been able to arrange 
that its maturing Treasury bills for the week were repaid 
on Monday and Tuesday, while its new bills did not have 
to be paid for until Wednesday, July 1 and 8. Thus on 
June 30 the discount market was carrying comparatively 
few Tre asury bills and so needed less credit. Conversely 
the Treasury was temporarily short of funds, and haa 
to borrow as much as £26-8 million on Ways and Means 
from the Bank of England. This repeats the experience 
of previous half-years and the fact is now established that 
so long as the bulk of the bills held by the market 
consist of Treasury bills, the market does not have to 
borrow heavily from the Bank at the end of each half- 
year, but can make the Government borrow on its 
behalf. Since the beginning of July easy conditions 
have prevailed. The Treasury bill tender rate for 
July 24 was as low as Ios. 6-11d. per cent., and the 
clearing banks are once more buying bills in small 
quantities at $ per cent. The market rate for three 
months’ bank bills was ;%; to 3 per cent., or a fraction 
higher than earlier in the year, but the harder tendency 
of discount rates, caused by French currency hoarding 
in May and June, has now almost completely disappeared. 
The most that can be said is that discount houses have 
lately found it a little easier to obtain a small turn on 
re-sales of bills, but otherwise money and discount rates 
are once more back in the neighbourhood of $ per cent. 
with little prospect of an immediate rise. 
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VIEWED from the technical standpoint, this July relapse 
in money rates is closely connected with the Bank’s 
The heavy and continued gold purchases. 
Bank’s Between April 29 and July 15 the note 
Gold circulation rose from {416-9 to £443-3 
Purchases millions. This was largely due to French 
hoarding, and in spite of the firmer tendency of the franc 
there is little sign that any of these notes are being dis- 
hoarded. Normally this would have entailed a serious 
contraction in both the Bank’s Reserve and in bankers’ 
deposits at the Bank of England, and considerable 
stringency might have resulted. In fact, stringency did 
begin to develop at the end of May. The Bank, however, 
during the eleven weeks under review has increased its 
gold stocks from £202-7 to {231-0 millions, so that its 
Reserve has increased from £46-6 to £48-7 millions. 
This new gold has been bought mainly from the 
Exchange Equalisation Account, and as the Account 
must have received Treasury bills in exchange, the 
normal consequence would have been a drop in the 
Bank’s Government Securities. This has not happened 
to any serious extent, and so it is clear that the Bank 
has taken up Treasury bills which otherwise would have 
had to be taken by the banks and the discount market. 
This is in a sense equivalent to open-market purchases of 
bills, and the result is that bankers’ deposits have been 
maintained in the face of the French currency with- 
drawals, and any tendency for money to become scarce 
has been arrested. Thus the present ease of money is 
entirely due to action by the authorities taken with the 
specific object of neutralising the French currency 
hoarding. The authorities have, in fact, adopted the 
policy advocated in the previous issue of THE BANKER. 


THE June returns of the eleven clearing banks show 
a further increase in deposits from {£2,185-3 millions 
in May to £2,228-7 millions in June. Cash 
The has also increased slightly from {220-1 to 
Clearing 225-0 millions. Discounts have risen from 
Bank Returns 7359-2 to £329-0 millions. Call and short 
loans have decreased by {1-1 millions to {158-2 millions, 
while investments have risen from {639-5 to £641°5 
millions, and advances from {865-4 to £873°6 millions. 


I 
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AN extraordinary meeting of the shareholders of Lloyds 
Bank was held on July 17th for the purpose of adopting 

new articles of association. It was pro- 
oo posed to take powers to convert the fully- 

paid ‘‘B” shares into stock should it at 
any time be considered desirable. It was also proposed 
to increase from 500 to 10,000 the number of shares 
required to be held by members demanding a poll, 
except in the case of an extraordinary or special resolu- 
tion. The figure of 500 dated back to 1886, when the 
authorised capital was only £2,000,000 in 40,000 shares 
of £50 each. To-day the authorised capital is £74,000,000, 
divided into 14,500,000 £5 shares and 1,500,000 {1 
shares. The change, therefore, brings the right to demand 
a poll back in the direction of the proportion it bore to 
the original share capital. The meeting also decided to 
delete the articles giving any member the right to 
submit any resolution to a general meeting upon giving 
the requisite notice. This right had been abused by 
certain shareholders who had each acquired a single 
share for the specific purpose of moving resolutions on 
questions which were outside the usual business of 
shareholders’ meetings, and at the last annual general 
meeting the shareholders had decided by a very large 
majority that they did not desire their time to be wasted 
in this way. The deletion of these articles does not 
affect, of course, the statutory provision of the Companies 
Act for the requisition by shareholders of extraordinary 
meetings for any purpose. These changes in the articles 
were duly adopted by the shareholders at last month’s 
extraordinary meeting. 


M. Vincent AurIou’s declaration of financial policy, 
made on June 19, convinced the foreign exchange 
The market that the devaluation of the franc 
Foreign had been ruled out, at least for some 
Exchanges months to come. There followed an imme- 
diate rally in the franc and other gold bloc currencies, as 
bears with open forward positions hastened to cover. 
The franc recovered against the dollar from the gold 
export point of Frs. 15-19 back to Frs. 15-08, that is to 
parity, and while sterling has not fallen much below 
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Frs. 76, the British Control has been able to cease buying 
francs and instead has sold a moderate quantity. There 
is some evidence that in selling francs it has been acting 
as the agent of the Banque de France, and the sterling so 
bought has been re-sold by the Banque de France either 
for gold or dollars, the reason being that the French 
authorities do not care to hold sterling which is a non- 
gold currency. During the four weeks ended July 17 
the Banque de France raised its gold stocks from 
Frs. 53,953 to Frs. 54,687 millions. In pursuance of the 
new French policy of easy money, the French Bank rate 
has been lowered from 5 to 3 per cent., while the rally in 
the guilder has enabled the Netherlands Bank to reduce 
its rate from 4} to 3 per cent. Dollars have remained 
weak against sterling at about $5-03, and so the dollar 
is still over-valued against the pound. There is no sign 
yet of any seasonal purchases of dollars, but it is still 
early in the year for the autumn pressure to begin. 
It also looks as if the United States may be an importer 
and not an exporter of wheat. 


ACTING no doubt under the instructions of the Admini- 
stration, the Federal Reserve Board has taken the 
American drastic step of increasing the minimum 
Reserve cash reserves of member banks by 50 per 
Requirements cent., as from August 15 next. The exact 
details of this order are illustrated in the following 
table :— 


Rates of Cash to Deposits 
(legal minimum) 


Old New 
Demand Deposits :— % % 
(2) Central Reserve Cities ioe “ae 194 
(b) Reserve Cities ‘a > a 15 
(c) Elsewhere x . ‘a 7 to} 
Time Deposits i 7 vv 3 44 


To judge the effect of these increases upon member bank 
excess reserves, on July g total reserves stood at about 
$5,800 and both legal and excess reserves at about 
$2,900. A 50 per cent. increase in legal reserves would 
raise them to $4,350 millions and so would reduce excess 
reserves to $1,450 millions. By August 15, however, 
i 2 
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when the new order takes effect, veterans’ bonus pay- 
ments are likely to have added about $500 millions, now 
held by the Treasury, to both member bank reserves 
and deposits. This would involve some increase in 
member bank legal reserve requirements, but the net 
result of this and other movements of funds prior to 
August 15 may be to increase excess reserves on the new 
basis to about $1,900 millions. The object of the new 
order is clearly to reduce excess reserves to more man- 
ageable proportions, and to alleviate their underlying 
threat of a potential credit inflation of colossal dimensions. 
Even the new estimate of $1,900 millions would be 
sufficiently formidable, but it at least makes it a little 
easier for the Reserve system to exercise a proper control 
over the credit structure of the nation. It is understood 
that no further alteration is contemplated unless neces- 
sitated by fresh large increase in excess reserves due to 
gold imports or other causes. It is pertinent to recall 
that America’s gold imports of the past few years are 
largely responsible for the growth in excess reserves which 
has led to the present increase in member banks’ 
minimum reserve requirements. 


WITH the dropping of sanctions, the question of payments 
between England and Italy has come to the front again. 
In April 1935 an agreement was signed 

Anglo- — which provided that all debts due from 
— Italians for British goods on freight services 

g ee 

should be paid into a special account with 

the Bank of Italy. British debtors, however, were for 
the moment left free of any such obligation, but the 
imposition of sanctions last autumn was accompanied 
by an injunction that all British debts due to Italy 
should be settled by payments to a special official in this 
country, called the Controller of Anglo-Italian debts. 
This new reciprocal clearing agreement was regarded as 
only a temporary measure necessitated by sanctions, and 
accordingly a more permanent scheme has now been 
drawn up, continuing the existing agreement. An 
Anglo-Italian clearing office has been instituted, and all 
debts due from Italian goods or freights are to be dis- 
charged by payment into this office’s account at the 
Bank of England. Pending the conclusion of negotiations 
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with the Italian Government concerning the disposal of 
the sterling paid into this account, these sums will 
accumulate to form a reserve fund. An important 
question is whether outstanding Italian debts will be 
settled before new debts, and the development of Anglo- 
Italian trade under the new conditions will be watched 
with interest. To judge from Mr. Runciman’s speech in 
the House on July 15, the conclusion of yet another 
exchange clearing agreement is regarded as an unfortu- 
nate necessity, required to ensure the collection of out- 
standing trade debts due by Italy to this country. This 
appears to suggest that the precedent of the Anglo- 
Spanish clearing may be followed, in that existing debts 
due to Great Britain will rank ahead of debts incurred in 
respect of new exports to Italy. 


THE June trade returns show a slight decrease in both 
imports and exports. Imports during June were valued 
June at {67-6 millions, compared with {69-2 
Overseas millions in May and £57-8 millions in June 
Trade 1935. Raw material imports at {19-3 
millions were {0-6 millions less than in May, but £3°5 
millions above those in June last year, the main increases 
being in raw cotton, wood and rubber. British exports 
stood at {32-1 millions, against £36°4 millions in May, 
and {32:9 millions in June 1935. Re-exports were 
slightly lower at £5-0 millions. The returns are sum- 
marised below :—- 


June May June 

1935 1936 1936 

£ mill. £ mill. £ mill. 

Imports a4 ied . gd 69:2 67-6 
Exports i at re 32°9 36-4 32°1 
Re-exports .. a4 Be 5°2 5°6 5°0 
Total exports - -.- 42°0 37°1 


For the half-year imports were valued at £402-8 millions, 
against £359°4 millions in 1935. British exports 
amounted to {207-9 millions against {206-5 millions for 
the same period last year, and re-exports were {32-4 
millions compared with {28-8 millions in 1935. The 
adverse trade balance therefore stands at £162-5 millions, 
against {124-1 millions a year ago. 
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The South American Bank Merger 
| Re in July the City received the news of the 


impending disappearance of one of the oldest 
and most famous of the British banks operating 
abroad. It was announced that the Bank of London 
and South America had purchased the business and was 
taking over the ordinary assets and liabilities of the 
Anglo-South American Bank, and that the “ Anglo- 
South,” with its Brazilian subsidiary, the British Bank 
of South America, was to cease to exist as a separate 
entity. The purchase price was 100,000 fully paid £5 
shares in the Bank of London and South America, but 
these would not accrue to the “‘ Anglo-South ”’ share- 
holders, but to Chilnit, a special company formed some 
years ago under circumstances and for purposes described 
in a subsequent paragraph. The share capital of the 
‘ Anglo-South ” entirely disappears, and while the “ A”’ 
shareholders are relieved of any liability for a call on 
the unpaid portion of these shares, both “A” and 
‘B” shareholders are left with nothing. 

News of this kind must needs arouse a sense of tragedy, 
and to understand its magnitude it is only necessary to 
examine the accounts of the Anglo-South American Bank 
in comparison with those of the Bank of London and 
South America. The accounts of both banks are 
summarised in the following table :— 


Liabilities— ‘“ Anglo-South’”’ “‘ London” 
Capital— £’000 £000 
. ore ‘— 
£10 “A” shares, {5 paid . -» 4,367 — 
— B ” shares, fully paid ‘ 1,265 — 
{1 5% Preference shares .. bs I,000 _- 
“ London ”— 
£5 shares a ea a a — 3,540 
Reserves .. sii - - ‘ 58 2,000 
Deposits .. - - 2 .. 22,796 28,289 
Acceptances . - és 1,620 1,719 
Deferred Contingent Liability i .. 7,500 — 
Assets— 
Cash ne “s - - a 6,100 7,144 
Investments aa ai ¥ _- 2,196 1,175 
Bills receivable .. ‘i “ wi 2,457 6,026 
Advances .. 7 ca Si ~. 32,326 18,651 
Gross Profit .. wn ‘ win ai 913 994 


Net Profit . a ai aa ‘ii 37 373 
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To complete the comparison a summary of the 
number of offices operated by each bank may usefully 
be given :— 

Number of Offices. 


Country ‘“ Anglo-South ”’ “ London ” 
England sa an - ‘on - 3 I 
Argentina... - - ic “a 15 17 
Brazil .. 6* 16 
Chile 7 I 
Columbia 4 3 
Ecuador I — 
Guatemala I — 
Nicaragua I — 
Peru I — 
Salvador I — 
Spain .. 7 -— 
Venezuela I — 
Paraguay ve i - - — I 
Uruguay ps 3 “ 2 ee — 3T 
France es a - I 
Portugal ois ae oe Pe re --- 2 
United States ‘ — If 


* Belonging to the British Bank of South America. + Agencies. 


An examination of the accounts of the two banks 
discloses obvious weaknesses in the case of the Anglo- 
South American Bank, and the story of how these 
weaknesses developed provides the real key to the new 
merger. The ‘“ Anglo-South” has always had close 
connections with Chile, especially with the nitrate in- 
dustry. Possibly it involved itself too deeply in nitrate, 
and during the ’twenties it may have taken too optimistic 
aview of the industry. Be that as it may, when the 
world depression came in 1929 and subsequent years, the 
Anglo-South found itself saddled with a mass of nitrate 
assets whose value had become very problematical. The 
position was so serious that there were only two alter- 
natives before the Bank. The first was to suspend 
payment, in which case the customers would probably 
have recovered all their deposits but only after a pro- 
tracted liquidation, which would have lasted over many 
years. The second was to obtain assistance from such 
British banks as were disposed to afford it. 

Quite rightly the second course was adopted, for the 
first course would both have struck a heavy blow at 
British banking prestige, and would also have led to 
several years of chaos. Had the Anglo-South American 
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Bank gone into liquidation, the Governments of each of 
the dozen countries where it operates would have 
hastened to protect the interests of the nationals by 
appointing its own local liquidator and possibly segre- 
gating the bank’s assets in that country. Hence general 
and equitable liquidation would have been very pro- 
tracted even if it had been possible under such conditions. 
To prevent this disaster to British banking, a group of 
banks was formed in 1931 under the leadership of the 
Bank of England, and this group came to the rescue of 
the Anglo-South American Bank. They gave financial 
assistance to the amount of £8,500,000. They took over 
the bank’s doubtful nitrate assets to the nominal value 
of £7,500,000 and also received the {1,000,000 of 5 per 
cent. cumulative preference shares which were created 
for this purpose and have since appeared in the “ Anglo- 
South’ accounts. The “ Anglo-South”’ also gave the 
banking group a deferred guarantee of £7,500,000, to 
rank after the bank’s liability on its deposits, and agreed 
that after paying the preference dividend, it would apply 
half its profits to the liquidation of this guarantee. The 
banking group then proceeded to form a special company 
called Chilnit, to which these assets were transferred, 
the shares in the Chilnit being held by the banking 
group. At the same time Sir Bertram Hornsby became 
Chairman of the Anglo-South Bank in succession to 
Mr. R. J. Hose. 

For the moment the interests of the bank’s customers 
were safe. The doubtful assets had been got rid of, and 
the liquidity of the bank had been enhanced. The position 
of the shareholders was much less satisfactory. The 
‘‘A”’ shareholders were liable to a call of £5 per share, 
representing the unpaid portion of their shares, and with 
the bank liable for £7,500,000 to Chilnit, the possibility 
that this call would be made was always present. Thus 
the shares came to be quoted at over £5 discount, so that 
the purchaser received instead of paying cash. Pre- 
cautions were also taken to ensure that the “‘ A ’”’ shares 
were only bought by people who were financially able to 
meet the call. 

The earning powers of the bank, seriously impaired 
by the world depression, also presented a serious problem. 
In actual fact they never yielded enough to pay the 
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preference dividend, still less to reduce the bank’s 
deferred guarantee. Even when South American trade 
began to revive, the bank’s earnings remained low, and 
it has proved impossible to make the necessary appro- 
priation to reserve, so that the bank’s real property in 
South America, purchased at the high prices of the 
middle ’twenties, had by 1936 become seriously over- 
valued in the bank’s books. Meanwhile Chilnit found 
that its nitrate assets constituted an almost total loss. 
Only {2,000,000 was, under Chilean law, definitely re- 
coverable within a reasonable space of time. £1,000,000 
was lost altogether, and the future of the remaining 
£4,500,000 was very doubtful. 


A final point, which was becoming increasingly 
apparent, was that even under favourable circumstances, 
there was hardly enough business in South America for 
two independent and competing British banks. Inter- 
national trade and banking business has shrunk and 
British banking has in any case to face competition from 
France, Germany and the United States. There were 
obvious arguments in favour of consolidation, and it 
was equally obvious that in the event of a merger the 
weaker bank would have to be taken over by the 
stronger. 


The Anglo-South American Bank, therefore, ap- 
proached its competitor, and the negotiations ended in 
a purchase price of 500,000 {1 “‘ London”’ shares being 
fixed. The price appears low, but for these new shares 
to ‘‘ earn their keep ”’ net profits of the business formerly 
in the hands of the “ Anglo-South ”’ must, if due provi- 
sion be made for reserves, be of the same order of 
magnitude as those of recent years. The Bank of London 
and South America was under no compulsion to buy, 
and was entitled to fix what it considered to be a fair 
price. 

The 500,000 shares are transferred by the “ Anglo- 
South” to Chilnit who, in return, relinquish their 
‘‘ Anglo-South”’ preference shares and also their de- 
ferred guarantee. So in return for its £8,500,000, Chilnit 
is left with these 500,000 shares together with the salvage 
of its nitrate assets. Chilnit, or rather the banking 
group behind it, therefore incurs a heavy loss. 
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The merger has been duly confirmed by shareholders’ 
meetings of both the ‘“‘ Anglo-South”’ and “ London ”’ 
banks. The ‘“ Anglo-South ”’ shareholders naturally felt 
sore at the complete loss of their capital, but there was 
no way in which it could have been saved. The 
purchase price would have had to be at least £8,500,000 
to settle the prior claims of Chilnit, before anything 
would have been available for the shareholders, and 
anything approaching this figure was quite out of the 
question. Hence it was only Chilnit, and not the Anglo- 
South shareholders, who in reality was interested in the 
exact size of the purchase price. 

The “A” shareholders are freed from their liability 
for a call, and Chilnit was well advised not to rely on 
that way of mitigating its loss. The Anglo-South shares 
are so widely distributed that a call would certainly 
have provoked extreme bitterness and might have 
yielded very little in actual cash. Thus the reputation 
of British banking would have suffered to an extent far 
out-weighing the possible gain. Neither could the “ B” 
shareholders have been saved. Had a call been made on 
the “‘A” shareholders, the bank’s articles prevent 
the ‘‘ B”’ shareholders from benefiting from the proceeds, 
and apart from this, there were the prior claims of 
Chilnit. It is indeed open to question if the existence of 
an unpaid liability on bank shares is not an anachronism 
dated from the days succeeding those when the share- 
holders’ liability was unlimited. Certainly this merger 
appears to prove that in no circumstances will a call on 
bank shareholders be enforced. 

The future of the Bank of London and South America 
in its new and expanded form appears hopeful. On the 
whole the territories served in the past by the “ Anglo- 
South ” and “‘ London ”’ banks overlap less than might 
have been expected. The Anglo-South Head Office in 
London will be redundant, and there may be surplus 
offices in Buenos Aires, Bahia Blanca, Mendoza and 
Rosario in the Argentine; in Valparaiso in Chile; in 
some of the leading cities in Brazil; and in two places 
in Columbia. Otherwise there is no serious overlapping, 
and the Bank of London and South America will now 
be well represented in Chile, Central America and Spain. 
When allowance is made for the economies which should 
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result from the merger, British banking in South America 
appears to be upon a sound basis. 

Considerable sympathy will be felt for such of the 
staff of the Anglo-South American Bank, who prove to 
be redundant. As many as possible will be continued in 
employment under the Bank of London and South 
America, and the remainder will be treated with every 
possible consideration, in addition to having their share 
in the “‘ Anglo-South’s’”’ pension fund. Unfortunately 
it is just in London and the larger foreign centres, where 
the staff tend to be most numerous, that overlapping 
inevitably exists, and it is no light hardship for an 
apparently safe career to be suddenly broken off. Still 
here again there was no escape. The plight of the 
Anglo-South’s staff as a whole would have been much 
more serious if the bank had gone into liquidation. 

Apart from the consolidation of British banking in 
South America, the most satisfactory feature is that 
not a single customer of the Anglo-South American bank 
has lost a penny. On the contrary, the British banking 
world has demonstrated that when one of its members 
is in danger, it is ready to come to the rescue and to 
share the loss. Rather than expose British banking to 
any reproach, the banks behind Chilnit have in the 
aggregate sacrificed a considerable sum of money, and 
while this loss is easily carried, it must not be forgotten 
that ultimately it falls upon the proprietors of those 
banks. Any feeling of sympathy for the Anglo-South 
shareholders ought not to fail to take account of that 
fact. Still all said and done, the disappearance of the 
Anglo-South American Bank is a tragedy. It remains 
a tragedy, even although it has become patent that 
there was no longer scope for two British banks in South 
America, and even in face of the fact that British banking 
has rallied to the support of one of its number. Our 
feelings of relief that none of the Anglo-South’s customers 
has been involved in loss do not prevent us from 
regretting the disappearance, inevitable though it was, of 
one of the most famous of the British banks. 
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The Banking Half-Year 


HE accounts of the clearing banks for June 30 
last show that there has been a further expansion 
in credit during the past twelve months, parti- 
cularly in discounts and advances. This expansion, 
however, is entirely due to the care with which the 
authorities have managed the monetary situation, for 
otherwise the continued increase in the note circulation, 
accentuated during the past few months by French 
hoarding of British currency, must have brought about 
a contraction in bank cash and so in the bank’s ability 
to lend fresh money. 

An examination of the chief changes in the position 
of the Bank of England brings these facts to light. The 
Bank’s position is shown in the following table :— 

June 27, June 26, June 24, 
1934 1935 1936 


£{mn. {mn. £{mn. 
Gold in Bank ia oS .. IQI*5 192°7 216°3 
Notes in Circulation 7 .. 381°7 396-9 434°8 
Banking Dept. Reserve as ~. Jos 50°5 
Banking Dept. Securities .. .. 98-0 118-8 
Bankers’ Deposits .. we -- 96-3 1024 
Proportion .. os - .. 40°8% 35°8% 

During the year ended June 24, 1936, the note 
circulation rose by £37-9 millions. Part of this increase 
was due to the general revival in trade, with its addition 
to employment, wages and purchasing power. Part was 
the consequence of the increase in the joint-stock banks’ 
deposits, for the banks naturally try to maintain a 
constant ratio of till-money to deposits. A large part, 
however, was due to French hoarding of British currency, 
which became very prevalent immediately after the French 
election at the end of April. This hoarding was largely 
off-set by gold purchases by the Exchange Equalisation 
Account which in turn had to dispose of Treasury 
bills which were largely taken up by the discount market 
and the banks. As was pointed out in THE BANKER 
a month ago, these movements in combination thrust 
fresh bills on the banks and simultaneously depleted 
their cash. They thus tended to create stringency, and 
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the only remedy was for the Bank of England to buy 
gold. This remedy has actually been applied, for during 
the twelve months under review the Bank’s gold stocks 
have risen by £23:6 millions. Thus the Bank’s Reserve 
has only fallen by £14-0 millions, and bankers’ deposits 
at the Bank have also been prevented from contracting 
by more than {11-6 millions. It is no exaggeration to 
say that had it not been for the Bank’s gold purchases 
there must have been a serious contraction in clearing 
bank cash. Thus the authorities have had to take 
deliberate action in order to maintain cheap and 
plentiful credit. 

Leaving the background of the banking position and 
coming to the position of the joint-stock banks them- 
selves, the next table gives deposits; cash, balances 
with other banks, cheques in course of collection and 
items in transit; and money at call and short notice :— 





| } 
Deposits, Cash | Money at Call and 
etc. | Balances, etc. | Short Notice. 





| | | 
| 1935 1930 | 1935 1936 | 1935 1930 
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* Included in cash and balances. 


Cash, etc., is generally higher than a year ago. This 
may appear a little surprising in view of the year’s 
contraction in bankers’ deposits, but there are various 
possible explanations. First, the banks must be holding 
more currency to balance their increased deposits. 
Next, the Bank of England returns given in the first 
table relate to the last Wednesday in June and not to 
June 30 itself. There is some evidence that the banks 
had to call more heavily last month than at the end of 
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June, 1935, for the banks and the market between 
them let their Treasury bill holdings run down more 
at the end of last June, with the result that the 
Treasury borrowed {26-7 millions on Ways and Means 
from the Bank on June 30 this year, against only 
£8-5 millions on June 30, 1935. Also not all the British 
banks which keep balances at the Bank of England 
prepare and publish statements of accounts on June 
30th, and so cash tends to become concentrated in the 
hands of those banks which do issue accounts. There is 
therefore nothing inconsistent in a drop in the total 
balances of all British banks at the Bank of England 
a week before the end of June, and an increase in the 
cash of a limited number of banks on the last day of 
June. The increase in cash has been accompanied by 
the customary expansion in deposits, but not quite in 
proportion to the cash expansion, so that many banks 
have a slightly higher cash ratio than a year ago. It 
would be interesting to know how much of this 
increase in deposits either consists of French refugee 
money or is indirectly due to the French influx of 
capital. When allowance is made for the banks’ heavier 
holdings of Treasury bills—acquired from the Exchange 
Equalisation Account—and also for the French credit of 
£40 millions, mostly granted by the joint-stock banks, 
a good part of the year’s expansion of deposits must be 
due to the influx of French funds. 

Call and short loans are little changed from last year, 
but on the whole the movement is upwards. Still there 
is no evidence either that the discount market has 
greatly extended its activities or that the stock exchange 
is borrowing more short money from the banks. 

The next table gives the chief earning assets of the 
banks. Discounts are considerably higher, notably in 
the case of the Midland Bank. Yet the total increase 
in the bill holdings of all the banks is hardly commen- 
surate with the year’s expansion of {110 millions in 
tender issues of Treasury bills. Of course, the June 30 
bill holdings of the joint-stock banks are artificially 
low, for in order to replenish their cash, the banks allow 
their bills to run off, and force the Treasury to borrow 
on Ways and Means. Also part of the year’s increase 
in Treasury bills has been taken by other quarters, and 
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some are in foreign hands. So again there is no real 
inconsistency in the relative small increase in the banks’ 
bills as shown in these published accounts. 






















































Investments 
Discounts. (excluding those Advances. 
in other banks). 
1935 | 1936 1935 1936 1935 1936 
. | gman. {mn. £mn. i 
Barclays ; -- | 44°4 | 54°6 105‘I I10°0 163°3 175°5 
Lloyds ane . ] -g2>5 | g6-3 116-1 105°O | 140°9 | 155°3 
Midland sox | 4296. | 93°¢ 127°! 121-0 171°3 I9I°9 
National Provincial | 38°5 41°5 87-2 89-0 I114°2 I21°4 
Westminster aa | See 55°6 | 101-5 | 106-4 | 114-7 | 126°5 
Coutts ‘dia anand I°7 Ig | 7°9 8-6 8-8 8-5 
Glyn Mills ... 0-4 | O°5 1470 | 10°6 II°2 13°5 
Martins ix 4°8 | 5°38 | 343 35°9 31°2 | 34°8 
District re |) G9 770 | 22°3 28-8 S7°-9 | 2-8 
The National as 7 | es | 26k 15°3 15°2 15°4 
Williams Deacon’s ... I-r | I°3 9°4 II°7 12°7 I2°I 
Yorkshire Penny | 
Bank oa oa — |; — 23°3 | + 25°9 3:6 2*9 
| | 














Advances have only risen by a moderate amount, 
particularly if due allowance is made for the banks’ 
share of the French credit of £40 millions. Some of the 
new factors affecting bank advances are discussed in 
a separate article on p. 123. In general, industry and 
commerce are much more liquid than in previous trade 
revivals, while the abundance of money and the fall in 
interest rates have exposed the banks to new competition 
from the accepting houses, insurance companies and 
even from certain municipalities. It is quite a new thing 
for a Corporation or County Council to be a lender 
instead of a borrower, but there is no doubt that this is 
an important cause of the relatively small increase in 
bank advances. 

The table shows that the banks as a whole have no 
longer been driven into the gilt-edged market in order 
to find employment for their new resources. Investments 
in the aggregate are much the same as a year ago, and the 
banks have been able to employ most of their new 
deposits in discounts or advances. This must be a relief 
to bankers, for a year ago their investments were 
abnormally large in proportion to their deposits, and it 
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is now probable that gilt-edged prices have reached, if 
not passed, their peak. This is hardly the time for further 
large additions to the already swollen investments of the 
banks. 

The final table gives the latest interim dividends of 
the banks :— 


| | 
| 


1935 1936 
| Interim. Total. | Interim. 














| % per | | % per 
%  #+‘| annum | A | annum 
Barclays “B” - on 14 | 14 | | 14 
Lloyds “A” .. 7 si 2 | i _— 12 
Midland ie “4 = 16 16 | | 16 
National Provincial .. ia —  hTlUCe : | 5 
Westminster (£4) ea ad Ss | wis | 18 
Martins wie a) ee | 4 





; 
123 


Williams Deacon’s “A” .. 124 | 12% 


District na “i 163 163 | | 163 
| | 





* Including Centenary Bonus of 2 per cent. 

As was expected, these are in every case unchanged, 
and it looks as if bank profits and dividends are 
stabilised at their present levels. Short money and 
discount rates remain very low, and it has already 
been pointed out that advances, which are the most 
remunerative of the banks’ assets, are expanding very 
slowly. Meanwhile there is little scope for any further 
reduction in expenses, and under present conditions a 
return to the profits and dividends of 1929 is out of the 
question. In short the joint-stock banks continue to 
give security to both their customers and shareholders, 
and to the latter a moderate but certain income. To 
the country they remain a leading source of confidence 
and stability. 














Cheap Money 


By A. V. Barber 


OUR years ago the Government embarked upon a 
cheap money policy with the object primarily of 
scaling down the rentier’s income claims against 

the State. Partly because of the fall in commodity 
prices which had occurred since the dates at which most 
of the Government borrowing had been effected, these 
claims had become an excessive burden upon the taxpayer, 
and so there was some justification for this policy. 
The initial conversion and redemption of 5 per cent. War 
Loan and the subsequent conversions of other Government 
securities have brought considerably more relief to the 
Treasury than any other form of reduction of public 
expenditure over the last few years, and the Treasury is 
still, and likely to remain for some time, in a position 
to borrow to advantage. Such a situation is highly 
favourable in view of the need for rearmament in so far 
as its cost must be met for the time being out of borrowing. 

So soon as public expenditure is undertaken with the 
object of creating employment upon the strength of 
artificially lowered interest rates, it becomes legitimate to 
examine critically the reverse side of the medal, and to 
question whether the object aimed at can best be 
achieved by sacrifices which confer the industrial benefits 
of cheap money upon a certain range of active domestic 
trades such as building, at present enjoying a cyclical 
period of prosperity, but which cannot revive industries 
in depressed areas which for the most part are just those 
that are dependent upon unrestricted revival of world 
trade. To appreciate the bearing upon the present 
position of the steps taken to ensure a continuance of 
cheap money, it is necessary to examine the causes which 
gave rise to it. These have operated in varying degrees in 
other countries, notably, for example, in the United States 
and Japan. In England, suspension of the gold standard 
removed the deflationary pressure induced by the over- 
valuation of sterling and by the need to maintain high 
money rates in order to keep the pound on gold. Yet 
one consequence of our departure from gold was the 
partial severance of the effective link, consisting of 
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dependable exchanges, between the principal commercial 
countries for the purpose of international trade settle- 
ments, and this inevitably forced ourselves and other 
countries to concentrate upon domestic industry. The 
process was carried a stage further by our adoption of 
tariffs, and as a general result it added to the number of 
industries in which domestic prices could be regulated, 
to the exclusion of those which depended upon world 
market conditions. Pursuit round the vicious spiral by 
most countries of the world led to the growth of still 
greater obstacles, such as exchange and quota restrictions, 
thus reducing to the level of distress the prices obtainable 
for export products in every country. 

In waters calmed artificially by the arrested flow of 
world commerce, advantage could be, and quite properly 
was, taken of these conditions which alone permitted of the 
necessary downward adjustment of rentier claims to a 
share of the national income. There is no doubt that 
conversion represented a gentler, more partial and 
gradual process of attrition than the blind force of drastic 
inflation that had eliminated the recipient of income from 
fixed money claims in Germany and Austria. In addition 
to the essential measure of confidence in national finance 
which enabled the Government to carry out its task with 
the co-operation of the banking system, there was, as a 
further condition, an absence throughout the period of 
any apprehension of a marked rise in the cost of living 
either through the depreciation of sterling or more 
gradually through a revival in world trade. 

As to the first, the task of the Exchange Equalisation 
Account has been directed more to smoothing out 
fluctuations of sterling than to preventing it from falling 
in the world markets. Even so there has grown up an 
impression that sterling is more likely to rise than to fall 
in terms of other currencies, and this has introduced a 
powerful factor to the detriment of our export trade. 
Another factor militating against the recovery of our 
export trade is the almost complete cessation of foreign 
lending. In addition to the unofficial embargo, the 
steady export of long-term capital upon which in the past 
the exporting industries of this country so largely 
depended, has been curtailed both by the uncertain 
political and economic conditions in borrowing countries, 
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and by the reluctance of foreigners to borrow in terms of 
an unanchored currency likely to appreciate in value. 
Hence unstabilised exchanges, while favouring artificially 
cheap money in our own case, have shown partiality to 
the detriment of revival of our export industries. 

It is often urged that the export of capital is not 
feasible owing to the impaired credit of our customers 
overseas and our relatively high production costs. What 
grounds are there for this pessimistic view? If it is 
correct, the economic outlook for this country is black 
indeed. There is cold comfort in the assumption that 
domestic industry can support for an indefinite period 
an optimum standard of living and employment or 
anything approaching it. The theory that it is unsafe to 
resume foreign lending should be examined in the light 
that our normal customers—consisting to a large extent 
of countries in a less advanced stage of development and, 
in the main, dependent upon the export of primary 
products—have suffered disproportionately from impaired 
purchasing power, and so much so as to render financial 
defaults inevitable, since obligations when measured in 
monetary terms take no account of altered barter 
conditions. 

In view of changed economic relations since before the 
war, it might be argued that financial default in payments 
due to this country might touch 30 per cent. all round 
before we suffered as a nation in the sense of failing to 
receive from abroad what would have been due to us on 
barter terms had not monetary and other disequilibria 
distorted the situation. Altered terms of trade should 
surely be allowed for when defaults are criticised. The 
basic cause of the troubles that beset our export industries 
lies in the simple fact that the world primary producer 
has suffered over a period from curtailed purchasing 
power. It can only be reinstated when more highly 
developed countries resume foreign lending. 

In present conditions, where the producer for domestic 
consumption gains, the producer for export loses. 
Further, where of late the taxpayer has gained, the 
investor, and more particularly the rentier, has lost. Such 
rigid lines of demarcation are admittedly unreal, for in the 
final analysis, commercial and financial interests are 
mutual; but if there can be no clear-cut distinction, for 
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example, between the interests of the taxpayer and the 
investor, there is a vital connection between the interests 
of the investor as such and those of the export trader. 

At the beginning of the war a situation arose by 
necessity and reappeared in 1933, in which deliberate 
State action tended to shepherd the investor into the 
narrowed and cramping folds of fixed-interest investment. 
Liberty to adventure into the rich grazing pastures of 
future world economic development was _§ arrested. 
Financial exigencies in each case demanded a temporary 
diversion of the normal current of investment into 
domestic channels of a non-economic or quasi-economic 
kind. Of late, higher economic thought has concentrated 
with ample justification upon the importance of employ- 
ment rather than on accumulation of wealth per se. 
Hence the plea—apart from the present insistent claims 
of military necessity in the direction of re-armament—for 
public works embarked upon with a view to reducing 
unemployment. 

In his latest work, Mr. Keynes, adducing the instance 
of Ancient Egypt in a characteristic passage, finds virtue 
in the building of pyramids as a ready solution of the 
problem of unemployment without pausing to suggest to 
the reader what were the social and political conditions 
which rendered such a dragooning of labour effort 
possible. Once it is conceded that the employment of 
labour in unproductive effort can only be effected at some 
‘“‘ cost,’”’ to use the phraseology of the classical economist, 
it may reasonably be maintained that the cost might as 
well be met by capital export as by domestic expenditure 
of doubtful economic value. 

For a revival of long-term capital export, we are 
dependent upon the capacity of the investing classes. 
Upon their genuine savings the exporting industries must 
rely for the resumption of world trade. It is of vital 
importance that a potential flow of fresh capital should be 
assured when economic policy shapes itself or becomes 
forced to shape itself upon the recognition that exporting 
and allied industries—shipping, etc.—should not be 
allowed to wither indefinitely. 

To dismiss the interests of the rentier as though he 
were merely the drone of the community is to ignore the 
fact that in these days of universal tendencies to save, 
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even by persons in receipt of modest incomes in distressed 
areas, he cannot be regarded as an independent type. 
Moreover, as has already been remarked, the potential 
pioneer investor whose importance is vital in a progressive 
community, has been lately—it is to be hoped only 
temporarily—a rentier in the narrow sense. Past ex- 
perience testifies to the importance of foreign security 
holders at a time of national emergency. In the late war 
the claims of capital invested in foreign countries proved 
to be a valuable line of defence when mobilised by the 
State in a manner that enabled the country to maintain 
the volume of essential imports. It should not be 
overlooked that since abnormal demands in the past for 
food and raw material have been succeeded by lower 
demands on the part of industrial countries, and these, 
inelastic in ratio to actual and potential supply, prices 
of such products have been depressed in relation to 
those of manufactured goods. Consequently there 
has been a deterioration in the purchasing power and 
credit-worthiness of the primary producing countries. 
The subsequent slowing-down of long-term foreign invest- 
ment, served only to intensify this most powerful 
disequilibrating force, from which international trade has 
suffered ever since. The restoration of this balance 
between industrial and primary producing countries 
appears both politically and economically to be the most 
urgent need of to-day. In the effort to do so, the investor 
generally must be enabled to fill an otherwise ever- 
widening gap. It is at this point that notice must be 
taken of an effect of an intensified cheap money policy in 
reducing incomes available for investment. 

Sir Henry Strakosch in his memorandum “ The 
Crisis,’’ published by The Economist in January 1932, 
cited as one of the conditions which constitute equilibrium 
in the distribution of national income that “ the share of 
the national income falling to those who lend money must 
be great enough to induce them to save and lend, yet no 
greater than debtors can bear’’. Despite impressive 
statistical evidence which can be adduced of an increased 
volume of savings by the community—gratifying though 
this is in itself—in Building Societies, the Post Office 
Savings Banks and other outlets which provide for fixed 
money claims, effective response to opportunities for 
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capital development is dependent upon the maintenance 
of sources which must tend to dry up if a cheap money 
policy is pursued beyond its legitimate limits. As to what 
these limits actually are, space forbids full discussion ; 
but a single illustration may be given to show that possibly 
they have already been exceeded. If 3 per cent. Local 
Loans be selected as a virtually interminable Government 
security to provide an index of gilt-edged long-term yields, 
a useful comparison may be made of relative yields gross 
and net (after allowing for Income Tax at current rates) 
before the war, at present, and at the time of Sir Henry 
Strakosch’s memorandum in January, 1932. Since then 
it will be seen that although the Income Tax rate is now 
threepence less, the net long-term gilt-edged yield has been 
reduced by as much as 35% per cent., and as compared with 
the yield in January, 1914, the reduction is 31% per cent. 


Yields of 3 per cent. Local Loans. 


Jan. 2,1914 Jan. 4, 1932 July 7, 1936 
fn @ 74 é ee ' 
Gross .. he ‘it Ce ae, 438 2 9 2 t 
ij ae a ia 4.6.3 313 7 27 4 
Prices .. ss “it 81} xd. 614 xd. g6% xd. 
Income tax rate ea 1/2 5/- /9 


(The above figures are quoted from a Quarterly Comparison of 
British Government Securities circulated by a prominent firm of London 


Stockbrokers.) 

When it is recognised that the cost of living at the 
pre-war date was lower than it is to-day and that the 
investor was less confined to fixed-interest securities, it 
will be evident that the margin of savings from which 
renewed capital export must spring will necessarily be so 
much smaller. On the other hand, it must be recognised 
that when opportunity for active foreign investment is 
presented, high prices of fixed-interest securities, so far 
as they are maintained, should themselves ensure an 
effective potential source of necessary funds—a point 
which assumes with some reason that there will still be 
an active demand for such securities by trustees, 
institutional investors and private capitalists generally. 
It is, upon this assumption, none the less reasonable to 
be critical of artificial factors which should not, and 
indeed cannot, be permanently sustained if to moderate 
them by degrees will ensure that the necessary adjustment 
of a fall in the prices of fixed-interest securities when it 
occurs will be orderly and gradual. 
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When advantage is taken of the possibilities of 
international investment, the tendency must necessarily 
be downward. There need be no sudden financial 
dislocations from such a process over a period, but an 
important factor must be faced. The longer the revival 
of industries concerned with production goods for world 
markets is delayed, the greater will be the shock of a 
resulting rise in the cost of living. Whether from this 
cause, or as a result of public expenditure upon a rising 
scale, a rise in the price-level must cause a fall in the 
price of gilt-edged securities. The disadvantages of a 
sharp fall over a short period are manifest, and to 
mitigate them it is clear that the ground should be 
prepared by slackening artificial processes that tend to 
make money abnormally cheap. 

Such a situation suggests the convalescence of an 
invalid who has undergone a serious surgical operation— 
in the form of conversion schemes. In preparation for it 
an anesthetic of cheap money is administered, but in his 
subsequent debilitated condition he is given further 
stimulant—again cheap money. The value of anesthetics 
and stimulants needs no emphasis, but it is a reckless 
doctor who would prescribe them as a form of permanent 
diet. Soon should come the time when the windows are 
thrown open and the patient is treated with a view to his 
shortly resuming his normal and healthy mode of life. 


The Rationalisation of the Discount 
Market 


By a Correspondent 


HE average rate at which Treasury Bills were 
allotted in response to the tender on January 25, 
1935, was slightly under 3s. 11d. per cent., the 
lowest ever recorded. The clearing banks’ minimum 
loan rate was } per cent. and their buying rate for the 
shorter maturities was ;; per cent. Bill-broking was only 
being carried on at a loss and could hardly have been 
carried on at all but for the existence of a considerable 
amount of loan money available from sources outside 
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the clearing banks at rates which fell as low as } per cent. 
The market was, however, still largely dependent on the 
comparatively dear clearing bank money which must 
always be the mainstay of its existence. 

As is well known, during the preceding years the 
market had increased its holdings of gilt-edged securities, 
beyond the small proportion of “ floaters ”’ which it had 
been wont to carry, so that the difference between the 
loan rates and the yields on such securities might offset 
the losses on its purely bill-broking business. On a rising 
market there was perhaps not much risk attached to this 
running of large lines of stock on borrowed money but 
there was some risk—and it was not bill-broking in the 
normal sense of the term. Therefore, although the 
lending banks condoned it, they and the brokers them- 
selves were no doubt equally anxious to “ get back into 
bills ’’ as soon as circumstances permitted. 

The reduction of the rate for loans against the best 
bills to $ per cent. as recently as the previous November 
was the banks’ first step to encourage this movement. 
Undoubtedly, since that time the proportion of bills to 
stock offered as cover has tended steadily to increase, 
but it is a matter of opinion how far the move was 
deliberately directed to that end and how far it was 
forced upon the banks by the shortage of bills on offer, 
the pressure of cheap money elsewhere, and the necessity 
of extending a helping hand to the market in circum- 
stances which began to threaten its very existence. As 
to the last, it has been suggested that with the decline 
in the use of commercial bills the market has outlived 
its usefulness, but this is to take a very narrow view of its 
functions. Its importance as a unit in the financial 
system far outweighs the decline in one section of its 
activities. Some reference to the official views in this 
connection was made in THE BANKER for December, 
1935. 

. Whether the holding of stocks has actually decreased 
or not is a matter of conjecture, because the accounts of 
the majority of the bill-broking houses are not made 
public. Those of the larger companies indicate no 
reduction, but it is probable that the smaller concerns 
have reduced their holdings of stock as their opportunities 
of trading profitably in bills have increased. 
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To return to the early part of 1935, the reduction to 
4 per cent. for loans had not been a very effective 
measure by itself—it could not be so while the price of 
bills remained far below that figure—and in February 
something more definitely constructive was attempted 
by the clearing banks. No formal announcement was 
made, but it soon became evident that they had arranged 
not to buy any bills at a lower rate than that charged 
for money, i.e. $ per cent. Very shortly afterwards they 
ceased to tender for Treasury Bills on their own account, 
thus virtually removing, for a time at least, one of the 
most serious anomalies under which the bill-brokers have 
always laboured, namely, that they had been forced to 
compete for bills with the very people to whom they 
hoped to sell them later at a profit. 

The immediate effect of these measures was to lift the 
market buying rate to 34 per cent. and the tender rate 
to 8s. 4d. per cent. On the other hand, they reduced 
the volume of very cheap “ outside’’ money. In March 
the tender rate exceeded Ios. per cent. and the banks 
began to lend more money at their minimum of } per 
cent. So far, so good, but now the banks could not 
obtain enough bills and their portfolios began to show 
signs of contracting. 

The figures in the first half of the following table of 
the monthly averages of the clearing banks for 1935 
are illustrative :— 

Money at Call 
and Short Notice Bills Discounted 
£ mill. £ mill. 
January .. Ms is 137 284: 


February ck ws 127 264: 
March .. ue is 133 207° 
April... ‘ei - 137 199° 
May a es ke 142 217° 
June 7” Hs “9 143° 243° 
July a me - 145° 273° 
August .. es ee 148: 286: 
September ns - 146° 299° 
October .. és ‘a I4I 296° 
November i i 147 293° 
December és 159 322: 


The absence of competition from the banks did not, 
however, leave the brokers a free hand to raise rates as 
they might have wished. They were still competing 
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among themselves and there was strong competition 
from concerns outside the bill-market and those whom 
the Stock Exchange would call “ stags,’’ applicants who 
hoped to secure bills and sell them immediately at a 
small profit. This circumstance at last brought about a 
measure of real co-operation in the market by which 
they were enabled to reduce the outside competition to 
reasonable proportions. Up to that time they had 
discussed freely each week their views of the rate at 
which tenders would be successful. By refraining from 
this practice and maintaining secrecy as to their inten- 
tions they left the outside concerns guessing, with the 
result that they sometimes failed to obtain allotments 
and sometimes paid too much. The banks, of course, 
observed their traditional practice of not buying bills 
with a full three months to run, however tempted by the 
leanness of their portfolios, and in the middle of 1935 
were emphasising their attitude by announcing from 
time to time the extreme usance they would take. 
Later, though some of them are believed frequently to 
have bought bills with nearly three months to run, they 
necessarily set their faces against taking “hot” bills 
so that no one who could not be sure of finding the 
money to pay for them and carry them for at least a 
week would risk tendering. 

However much we may dislike controlled prices and 
restraint on free competition, it must be admitted that 
the health of the market improved considerably. The 
bill-brokers are said to have begun to turn their losses 
into profits almost immediately after the clearing 
banks’ decisions of February became effective, and after 
midsummer they were regularly able to trade at a small 
profit and to supply the banks with the bills that had 
been lacking. The second half of the table given above 
shows the improvement in the business done with the 
banks. The average tender rate for the second half of 
1935 was about IIs. 10d. per cent. against gs. 2d. per 
cent. for the first half, the bills being normally carried 
on $ per cent. money and eventually sold also at } per 
cent. 

The strength of the outside demand for Treasury 
Bills, including that on Continental account which was 
and doubtless still is of considerable weight, maintained 
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a constant threat to the tender rate, but the lesson the 
market had received in the advantages of strict co- 
operation kept them together and no essential change 
has been made in the arrangements above described, save 
that in January last the banks were able to lower their 
rate for loans against certain classes of security other 
than bills from 1 per cent. to # per cent. This, however, 
was merely an example of that assistance which the 
banks have always been ready to extend to the market ; 
it was not a vital factor in its rehabilitation. The really 
reconstructive work was done in the early part of 1935 
when, as has been shown, at one step the clearing banks 
raised rates from the starvation levels at which they 
stood in January to a standard at which the market 
could trade profitably, improved the demand for the 
banks’ call money and the supply of bills available to 
them, and reaffirmed the traditional status of the bill- 
broker as an essential—the word is hardly too strong— 
unit of the financial system. 

If the demand for bills constituted a threat to the 
rate, it is hardly necessary to say that the pressure of 
money both outside and inside the market has prevented 
any further lifting of rates. The banks’ buying rate for 
one and two months’ bills has remained almost con- 
sistently at the minimum of } per cent., except just 
before the end of each half year. The preparations for 
their half-yearly accounts have always been a cause of 
reduced demand for bills and consequently higher rates. 
Thus the high points of the tender rates in June, 1935, 
December, 1935 and June, 1936, were respectively about 
16s. 1d., 15s. 8d. and 18s. 1d. per cent. The fact that 
both buying and selling rates so close to the banks’ 
minimum have ruled consistently, with these exceptions, 
is in itself sufficient indication that if the cohesion of the 
market were weakened and rates left to find their own 
level, that level would be lower. It may, nevertheless, 
be thought that the rise in the June tender rates this 
year in comparison with those of the previous June and 
December may indicate an improvement in what would 
be the free, or natural, level. On the whole it is to be 
feared that this is not the case, for the recent sharp rise 
was largely due to a purely temporary cause, viz., the 
reduction in the supply of money caused by the heavy 
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withdrawals of bank notes in the first half of 1936 (not 
immediately corrected by purchases of gold) and the 
consequently reduced demand for bills by the banks. 
On the other hand, the increase in the volume of bills 
issued by tender, from £380,095,000 on March 2, 1935 to 
over £600,000,000 in July, 1936, represents so great an 
increase in supply that the natural price, it would seem, 
must have fallen, i.e. the natural level of rates should be 
higher. It may be mentioned here that there is no 
evidence of that increase in the use of the inland bill— 
at least in its orthodox form against sales of commodities 
—which it has been hoped would occur to bring grist to 
the mills of the bill-brokers. 

Whether the natural level of bill rates is any nearer the 
regulated level or not, it is clear that rates cannot yet be 
left to look after themselves. The bill-brokers, having 
backed up the action of the banks by some real co- 
operation among themselves, have been able to counter- 
act influences, which are still adverse, with some 
considerable success. For a long time the same loyal 
co-operation will continue to be necessary for the main- 
tenance and further improvement of their position. 

The economist may say that it is an unhealthy 
market that needs bolstering up with rate agreements, 
but the money market is not as other markets. It is not, 
for example, like a market in commodities, where the 
broker buys from the cheapest source and has a wide 
outlet for his goods. The bill-broker has virtually only 
one source of supply and a very limited and definite area 
of demand. Moreover, as he employs his customer’s 
money to acquire the goods he will sell to him, he may 
for all practical purposes be considered as the agent of 
his customers; in this case, the clearing banks. On 
this basis, some cohesion and limitation within the 
market—some rationalisation—seems neither unreason- 
able nor unsound. And the additional cost to the 
Treasury in interest is probably money well spent. 
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Clearing Banks’ Advances 
By Paul Einzig 


HE conception that prevailed during the war and 
during the early post-war period, according to 
which the return to normal conditions would mean 
a return to pre-war conditions, has since proved to be the 
source of innumerable errors of judgment. And yet, 
we were all inclined to fall into the same kind of error 
when talking about conditions that were to follow the 
period of depression. It was—and to a large extent still 
is—a popular conception that, once the slump that began 
in 1929 has been liquidated, everything, or at any rate 
most things, will be similar to what they were prior to 
the slump. It was taken for granted, for instance, that 
the advent of a trade revival would inevitably result in a 
rise in the proportion of clearing bank advances to 
deposits. For this reason, many writers viewed with 
grave concern the large amount of Government securities 
held by clearing banks. They predicted that the moment 
an improvement of trade leads to a corresponding increase 
of demand for bank credits, the banks, in order to be 
able to accommodate their customers, will be compelled 
to liquidate their investments, and that consequently a 
trade revival will be accompanied by a fall in the Gilt- 
edged market. On that assumption, they predicted 
week after week that the “ peak ”’ of the Gilt-edged market 
was passed. And yet, throughout 1933 and 1934 the 
revival of trade was accompanied by a rise of Government 
securities to new “ peaks”’ ; indeed, to those who had 
followed the Press at the time, the Gilt-edged market 
must have appeared to have had more peaks than the 
range of Himalaya, with the Karakorum thrown in. 

But if a financial prophet persists in his error long 
enough he stands a chance of being right sooner or later. 
Early in 1935 the market did at last pass its famous peak. 
Since then, it has shown a moderate downward trend. 
This was due, however, to the international political 
situation and to the anticipation of Government borrow- 
ing for rearmament, and not to any heavy liquidation of 
holdings by banks. Even though the pace of trade 
revival became accelerated, there was no need whatever 
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for the clearing banks to sell out Government securities 
in order to finance the revival. For, while there was 
a moderate tendency for bank advances to increase, this 
could easily be financed out of the expansion in deposits. 
Indeed, the increase of the latter was much more pro- 
nounced than that of the former. It is necessary, 
however, to bear in mind that the increase in advances 
was largely due to the granting of the French credit of 
£40 millions, by far the larger part of which has been 
taken up by clearing banks. Allowing for this, the 
increase in advances due to commercial requirements 
has been relatively moderate during the last twelve 
months, in spite of the fact that, judging by unemploy- 
ment figures and other indices, the revival of trade has 
made considerable progress during that period. 

On the other hand, the increase in deposits cannot 
be accounted for altogether by the influx of refugee 
money. To some slight extent at any rate it must be 
due to the creation of deposits by the increase in advances, 
and to a much larger extent to the accumulation of 
genuine savings. Thus, it seems safe to expect that 
even after the liquidation of the French credit and of the 
foreign refugee funds, the ratio between advances and 
deposits will not be any higher than it was before the 
recent revival of trade. Indeed, some banking quarters 
are beginning to doubt whether advances will ever be 
able to ‘‘ catch up”’ their pre-crisis ratio to deposits. 
They are beginning to realise that the return of “ normal ”’ 
conditions does not necessarily mean the return of 
pre-1g929 or even pre-1931I conditions. 

There is good reason to believe that, apart altogether 
from the temporary effect of the depression that continues 
to prevail in certain trades while others have caught up 
and exceeded their pre-crisis activity, the decline in 
the demand for advances is, to some extent at any rate, 
of a permanent nature. As a result of the prolonged 
period of cheap money, many undertakings have been 
able to consolidate their floating indebtedness. They 
now work to a larger extent than before with their own 
capital and depend to a less extent upon bank advances. 
Another tendency which has affected the demand for 
advances, at the same time as it has affected bank 
deposits, has been the grouping and amalgamation of 
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various companies. In the past, company A usually 
had a balance with its bank, while company B had an 
overdraft during the greater part of the year. Now 
that they belong to the same group, the resources of 
company A can finance the requirements of company B 
without the intermediary of the banks. There are 
several other similar tendencies working in the same 
direction. 

Since the advances are by far the most profitable 
assets of clearing banks, the trend of evolution is viewed 
with growing concern in quarters where its existence 
has been realised. In other quarters the view is still 
held that all this is purely temporary and the return of 
the good old days is a mere question of time. Translated 
into practical policy, this conception has induced some 
banks to liquidate some of their investments and employ 
the funds thus released in Treasury bills, so as to be 
prepared when the great revival comes. Other banks, 
which have realised that the relative decline in advances 
is more than temporary, have made up their mind that, 
to some extent at any rate, banks will have to fulfil in 
future the role of investment trusts confining their 
investments to Government securities. 

To the writer’s mind, the second conception is by 
far the more realistic. Even though the banks have to 
keep themselves exceptionally liquid to the extent of 
their holdings of ‘‘ bad money ”’ there seems to be no 
particular reason for any exceptional measures in 
anticipation of a trade revival. We are rather more than 
halfway towards “normal” trade activity, and if so 
far it has not necessitated any sharp increase in advances 
there is no reason to suppose that it will do so in future, 
unless the revival were to assume a boom-like character. 
Even so, the natural increase in deposits that will accom- 
pany the trade revival will, other things being equal, 
largely suffice to meet requirements. In the light of 
this assumption, the present holding of Gilt-edged 
securities by banks seems by no means excessive. 

The practical result of the realisation that banks 
will have permanently in future to keep a larger propor- 
tion of their resources in long-term investments than 
they did in the past, should be a progress towards the 
levelling up of the present abnormal discrepancy between 
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long and short interest rates. It would divert some 
buying pressure from the bill market to the Gilt-edged 
market. Consequently, Treasury bill rates would rise 
above their present abnormally low level, and at the 
same time the yield on Government loans would decline. 
If, on the other hand, banks continue to make pre- 
parations for a demand for advances which may never 
materialise, the result of their policy will be an unneces- 
sary decline in Government loans and the maintenance 
of the excessive gap between long and short interest rates. 

Needless to say, the official monetary policy has the 
last word on the question whether or not it will be 
necessary for banks to liquidate some of their Government 
securities in case of an increase in demand for advances. 
So far there has been no need to pump money into 
circulation in order to enable the banks to finance the 
trade revival without having to liquidate investments. 
Possibly the necessity will not arise at all. Thus, the 
‘neutral’ attitude of the authorities would probably 
be sufficient to secure the smooth financing of a reasonable 
trade revival without any liquidation of investments. 
It seems probable that the Government, in pursuing 
its policy of cheap money, would be prepared to go 
further. If, contrary to anticipation, the trade revival 
should lead to the forced liquidation of Government 
securities, the authorities are always in a position to 
check this by widening the basis of credit. And since 
it is evidently against the interest of the Treasury that 
the Gilt-edged market should be weak during the period 
of financing rearmament, the banks are safe in relying 
upon such support during the next few years at any 
rate. Few people care to think further ahead. If we 
do, the possibility of dearer money cannot be left out 
of sight. The difference between Mr. Keynes and Mr. 
Chamberlain is that while the former is in favour of 
everlasting cheap money, the latter wants to keep money 
cheap only until unemployment is reduced to what may 
be regarded as a normal level, and until the financing 
of rearmament and the Treasury’s conversion and 
funding schemes are completed. This means that there 
will be but little difference in practice between their 
attitude towards money during the next few years, but 
their ways may part sooner or later. Meanwhile there is 
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no reason to worry about forced liquidation of Govern- 
ment securities by banks to make room for growing 
advances. 


Sweden’s Kecovery 
By Douglas Jay 


NYONE who despairs of the possibility of a demo- 
A cratic government tackling economic problems 
firmly, scientifically and successfully should read 
this excellent book on Sweden* by Mr. Brinley Thomas. 
Sweden is not only a country with a strong democratic 
tradition, but one in which the professional economists 
on the one hand, and the practical bankers and politicians 
on the other, have always maintained mutual contact with 
most beneficial results for all concerned. But never 
have the fruits of that co-operation been more signally 
displayed than in the history of the last four years. 

As a background to what follows, Mr. Brinley Thomas 
recounts the extremely interesting monetary and economic 
experience of Sweden during the war-time inflation, the 
post-war deflation, the expansion of 1924-29 and the 
subsequent world depression. He shows that through- 
out these years Sweden was the innocent victim of the 
monetary vagaries of stronger, if less rationally con- 
ducted, countries. He also reviews some of the more 
important contributions which have been made to the 
understanding of monetary phenomena by Professors 
Myrdal and Lindahl, the successors in the present genera- 
tion of the famous Scandinavians Wicksell and Cassel. 
The work of these younger economists emphasises the 
necessity of a conscious and co-ordinated effort by 
Governments to grapple with the problem of cyclical 
crisis and depression. 

When the Social-Democratic Government came to 
power in Sweden in September, 1932, the situation was 
very black. It is true that the krona had been devalued 

* Monetary Policy and Wages: a study of Swedish Experience. By 
Brinley Thomas. Routledge 7/6. r 
L 
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and attached to sterling at the end of 1931, and that the 
Central Bank—a national institution in Sweden—had 
announced its intention to maintain stability in the 
purchasing power of the currency. But though the basis 
for expansion was thus laid, active expansionist measures 
had not been undertaken; and in February, 1932, the 
Bank rate was still at 6 percent. Moreover, in March the 
shock of the Kreuger crash left the Swedish economy even 
more depressed than before. At this time almost every 
economist in Sweden, including Professors Ohlin, Lindahl 
and Myrdal were in favour of active expansionism. Only 
Professor Akerman, clinging to the theory of a scarcity 
of savings derived from Professor Hayek, demanded 
further deflation. Such a policy, Mr. Thomas thinks, 
would have been disastrous: ‘‘the outcome of Dr. 
Briining’s heroic Emergency Decrees in 1931-32 is an 
apt commentary on its practical validity.” 

The new Social-Democratic Government accordingly 
decided on active reflation. It determined to co-ordinate 
banking, Budget and commercial policy; to aim at a 
higher price level and increased employment, and to 
allow the exchange value of the krona to find its own 
level. Indeed, the Finance Minister publicly declared 
that there would, in his opinion, be no recovery unless the 
Government stimulated it. The Bank Rate was accord- 
ingly reduced by successive stages until it reached 24 per 
cent. in December, 1933. The Budget was deliberately 
unbalanced by increased expenditure on public works 
in order to expand the national spending power and so 
stimulate revival. The public works were financed out of 
loans, though inheritance taxation was raised at the 
same time; and the process of borrowing to promote 
recovery was continued systematically throughout 1933, 
1934, and 1935. 

At the end of 1933 recovery began to emerge in 
Sweden. Industrial production rose, and unemployment 
began steadily to diminish. At the same time imports 
and exports expanded simultaneously, and the foreign 
reserves of the Central Bank were replenished. Unem- 
ployment, which at the beginning of 1933 had reached 
189,000 had fallen by the third quarter of 1935 to 50,000, 
and by the end of — this year to 47,000—a reduction 
of 75 per cent.! The national income, measured in 
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money, rose from 6,350 million kronor in 1932 to 7,200 
million kronor in 1934, and has continued to rise since. 
The level of production, consumption and employment 
in Sweden to-day is far higher than in 1929. As a result 
the Government was able to introduce a Budget this year 
which was not merely balanced, but included a reduction 
in income tax and provided for the repayment of the 
public works loans. 

How far Sweden’s remarkable recovery—which is 
likely to become the classical example of a successful 
expansionist policy—was due to the Government’s 
measures, and how far to luck, has naturally been a 
matter of dispute. Two circumstances were in Sweden’s 
favour when the Social-Democratic Government came to 
power. First the krona had been devalued and attached 
to sterling, so that there was no problem of over-valuation 
or exchange pressure. Secondly, the demand for Sweden’s 
exports began to rise after 1932, partly because of the 
British building boom, partly because of world recov ery 
in general, and partly because oi a secular increase in 
other countries’ demand for Sweden’s exports. 

But there is no reason to believe that these two factors, 
if they had been simply left to work themselves out 
unaided, would have produced anything like the rapid, 
complete and balanced recovery that has actually taken 
place. They were, nevertheless, essential to provide the 
Central Bank with the reserves necessary to support an 
expansionist policy (and this is a point which M. Blum 
might well note). But it was the decision of the Swedish 
Government actively to take advantage of its opportu- 
nities which made recovery rapid and complete. Many 
Governments have lacked the will actively to promote 
economic revival; and M. Blum, if he refuses to devalue, 
seems likely to lack the opportunity. In Sweden, for 
once, both will and opportunity were simultaneously 
present. 

If the achievement of Sweden is an encouragement 
to all who believe in the possibility of resolute democratic 
government, it is also a warning of the necessity of a 
scientific attitude to monetary and banking problems. 
The Swedish Government’s expansionist policy has 
resulted in a virtual abolition of unemployment, and a 
collapse of the extremist political parties. Dr. Briining’s 
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drastically deflationary policy, pursued in all good faith, 
ended in a way with which we are all painfully familiar. 
The Nazi Revolution gets more limelight on the inter- 
national stage than Sweden’s recovery ; and for this reason, 
among many others, one may wish the widest possible 
circulation to Mr. Brinley Thomas’s admirably opportune 
book. 


Some Air Mail Problems 
By W. W. Syrett 


HE remarkable development of the use of air 
mails has given rise to some interesting problems. 
In the case of correspondence with some of the 
nearer countries it is only a slight exaggeration to say 
that the air is the usual, rather than the exceptional 
channel. In the case of countries between which wide 
seas intervene it is not so usual, owing to the high cost. 
In the first case banks sending letters by air at a 
customer’s request are not involved in any great additional 
expense (4d. as against 2}d. to Germany, for example) ; 
but in the second case it has been found necessary to 
charge the postage to the customer (examples, 3s. 6d. per 
} oz. to Brazil, or 4s. to the Argentine). 

The main problems are likely to arise out of the 
despatch by air mail of bills of exchange and their 
attendant documents. The saving of time by the use of 
air mails results, first, in the saving of interest charges. 
If a go days’ bill is sent for acceptance by air instead of 
by sea, the drawer gets his return remittance back ina 
period of time less than formerly. Collection is expedited, 
which means that the drawer gains, but the drawee 
loses. Where the debt arises from a contract for sale of 
goods on C.I.F. terms, the parties should agree how the 
Bill of Exchange and documents are to be sent when they 
agree on the price. If the relative bill is collected by a 
bank for the trade seller (drawer of the Bill of Exchange) 
without some prior agreement about the use of air mail, 
it would not be unlikely for the drawee to object if that 
method were adopted. On the point of the C.I.F. 


















SOME AIR MAIL PROBLEMS 131 


seller’s duties, Kennedy, on C.I.F. Contracts, says: ‘‘ He 
performs his obligations . . . by tendering to the buyer, 
as soon as possible after the goods have been destined to 
him, the shipping documents... .” This would seem 
to imply a duty to use the air mails where these are 
available, rather than leaving him any choice in the 
matter. 

On the other hand it could be pleaded that these 
words were written before air communications became 
by any means usual, and were intended rather to imply 
that the seller should avoid any delay, than that he 
should send the documents by any form of express 
delivery. Pending some definite lead as to whether air 
mails are the usual form, or the use of such mails over 
a sufficient length of time to give rise to a trade custom 
which the courts would uphold, C.I.F. buyers are best 
advised to stipulate for ‘‘documents by sea mail.” 
Should the merchandise imported be of the type which 
is freely re-sold against documents, possibly several 
times before the ship arrives, the point is not so important 
as it is where the first buyer is the “‘ consumer ”’ in the 
economist’s sense of the term. In other words, if the 
buyer imports the goods as raw material for his own 
manufacture, he is naturally more concerned at being 
out of his money for a longer period before the goods 
actually reach him. 

Quotations of exchange rates for the Air Mail Credit 
Instrument have been introduced. The best example so 
far is the table of buying rates published by the Australian 
banks. The seller of a documentary bill which it is 
agreed shall be collected by air mail gets a better rate 
for his sight bill than he would if his instructions were 
to remit by the sea route: an exactly coincident margin 
is given the seller of 30, 60, go or 120 days’ sight bills 
as against the quotations for similar instruments respec- 
tively remitted by sea mails. It is even possible to 
work out from the quotations the discount rate applied, 
and to show that this margin in favour of the air 
remittance corresponds to the number of days saved as 
shown in the Air Mail Brochure published by the Post 
Office. (If any reader is interested to work out the 
discount rate, he should remember that he is using as 
a basis £{A. 125, not £100 sterling.) 
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Invoice Forms and Bills of aie are now obtainable 
in Air Mail form, printed on paper of much lighter 
texture, or order to facilitate remittance in this manner. 

The South American banks have special forms of 
drafts for use when they sell to buyers who wish to use 
the air. The Brazilian banks mark all drafts issued very 
clearly either ‘“‘ A Ser Enviado por Via Aerea”’ (To be 
sent by air mail) or “‘ A Ser Enviado por Via Maritima,”’ 
and similar phrases are put on bank drafts on European 
centres issued in Uruguay and the Argentine. When 
selling air mail drafts they charge a dearer rate (give 
less pence per milreis in Brazil, or charge more pesos per 
{1 sterling in the other countries). Trouble arises, 
however, when a draft intended by the bank to be sent 
by sea, is sent by air to the payee. The draft is not 
a “Conditional Order to Pay,” it is payable “on 
demand” (or “ At sight ’’). Admittedly the applicant 
is trying to get an unfair advantage, and some drawee 
banks are returning such drafts with the answer “ Not 
advised; please present again on arrival of sea mail.” 
This may or may not be a good answer, but there is 
support for it where the drawer and drawee are not the 
same bank, and where the established practice is to 
pay against presentation of the draft only if the drawee 
holds the relative advice. 

The opposite view is held by the American banks, 
particularly where drafts are drawn on them by their 
own South American branches; a prominent American 
banker said recently “‘ House paper must be protected.” 
His bank do not countenance the refusal of their own 
drafts, advised or not. The point gains in importance 
owing to the Zeppelin flight with mails across the North 
Atlantic recently. The attempt to establish this service 
has been made the occasion by the New York corres- 
pondents of European banks to secure an understanding 
on the matter of drafts which arrive before the advice. 
British banks are marking drafts issued ‘‘ Advised by 
Ordinary Mail,’ or some similar phrase, when such is 
the case. This is only a partial solution, since it indicates 
solely the bank’s intention in regard to the advice, and 
is not a binding condition on either applicant or payee. 
Meanwhile it is the best way out in the circumstances 
and no definite case can well arise on the point. Where 
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a draft is sent by air mail, and refused for want of advice, 
which comes by sea, the delay is not long enough for the 
machinery of the law to be set in motion by the unsatis- 
fied holder. The bank would be in a position to pay before 
the matter had gone further than protest. 

One possible case could arise; suppose a creditor in 
this country were to call on his debtor abroad for payment 
by banker’s sight air mail draft. The debtor obtains an 
advantage by buying the more usual draft, but remits it 
by air. On the strength of receipt of the draft, the 
creditor (payee) enters into obligations involving imme- 
diate payment, which he is unable to carry out if the 
drawee bank refuses to pay without advice. Under these 
circumstances, if ever they occur in this combination, 
a law case may result, but unless and until this occurs 
the two inconsistent practices, now established, are 
likely to continue. 


Appointments and Ketirements 


Bank of England 


The Court of Directors of the Bank of England have 
accepted with regret Mr. Kenneth Goschen’s resignation 
from the Court owing to ill-health. Mr. Goschen has 
been a Director of the Bank since 1922. He is also a 
director of the Bank of Australasia. 


Lloyds Bank 


The Directors of Lloyds Bank Limited announce that 
Mr. William George Verdon Smith, C.B.E., of Bristol, 
and Mr. Henry Edward Sparke Upcher, of Upper 
Sheringham, have been elected to seats on the Board of 
the Bank. 

Mr. A. W. Freeman, Manager of the Walsall Branch 
of Lloyds Bank, retired from active service at the end 
of July. Mr. Freeman was born in 1876, and educated 
at Birmingham. He passed his preliminary examination 
of the Institute of Bankers in 1903, and his final in 1904. 
He served in the Royal Engineers during the years 
1916 to 1918. In 1920 he was appointed Sub-Manager at 
the Walsall Branch of Lloyds Bank, and became Manager 


in 1929. 





34 THE BANKER 





Martins Bank 


The Directors of Martins Bank Limited announce 
that Mr. Edgar Rennie Bowring has been elected to a 
seat on the General Board of the Bank. Mr. Bowring 
was educated at Shrewsbury School, and at the outbreak 
of the War went straight from school into the Army 
with a commission in the Artillery. He was wounded 
in action and incapacitated from further service. 

Mr. Bowring is a Director of C. T. Bowring & Co., 
Ltd., Steamship Owners and General Merchants, at 
Liverpool and London, and of Bowring Brothers, Ltd., 
and Rothwell & Bowring, Ltd. For the past seventeen 
years he has been acting Director of Bowring Brothers, 
Ltd. at St. John’s, Newfoundland. He has now 
returned to this country and taken up permanent 
residence as a Director of C. T. Bowring & Co., Ltd., 
residing at Leighton Banastre, Parkgate, Cheshire. 


Union Bank of Scotland 


Mr. Alexander Laing, previously designated Manager 
at the Glasgow Head Office of the Union Bank of Scotland, 
Limited, has now become Head Office Manager in 
succession to the late Mr. John Drennan Wink. 
Mr. William H. Haddow, Assistant Chief Accountant, 
has been made Chief Accountant. 


American Banking 
By a Correspondent 


HE June 30 statements of commercial banks and 
trust companies in the United States disclosed a 
further concentration of banking resources in 
Government securities, continued large holdings of idle 
cash and little change in the amount of funds placed out 
in loans and discounts. 
The fifteen largest banks in New York City, including 
J. P. Morgan & Co., which hold about one-fifth of all the 
bank deposits in the country, reported an aggregate 
increase in deposits of 6-1 per cent. in the second quarter 
of the year, and a gain of Ig per cent. compared with a 
year ago. The total assets of these institutions were up 
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5°5 per cent. in the past quarter and 16-8 per cent. 
compared with a year ago. 

Of total assets of more than $13,000 millions on 
June 30, these banks held, on the average, 36-7 per cent. 
in United States Government securities, direct or fully 
guaranteed; 24-3 per cent. in cash, and 27-1 per cent. 
in loans and discounts. Last March the same banks had 

2-8 per cent. of total assets in the form of “‘ Govern- 
ments,’ 26-I per cent. in cash, and 28-3 per cent. in 
loans and discounts. A year ago the proportions were 
34 per cent. ‘‘ Governments,’ 22:9 per cent. cash, and 
29°8 per cent. loans and discounts. 

Changes in the position of the weekly reporting 
member banks of the Federal Reserve System in Io1 
leading cities of the country in the past month have 
reflected chiefly the effects of the Treasury operations 
on June 15, which included the sale for cash of 
$1,106,000,000 of new securities, the collection of income 
taxes and the distribution to veterans of the late war of 
bonus bonds aggregating about $1,700 millions. The 
figures of the reporting member banks were :— 







































































(In millions of dollars) (Increase or decrease 








since) 
July 1, May 27, July 3, 
1936 1936 1935 

Demand deposits adjusted .. 14,679 +117. +1,758 

Deposits of foreign banks 435 57 AL ie 

Total loans and investments 22,619 805 +2,791 

Loans on securities .. 3,319 95 + III 

Other loans ws 5,141 66 + 312 
U.S. Government's direct and in- 

direct 10,799 +589 +2,003 

Other securities 3,300 +s. + 

Reserves with Federal Reserve Banks 4,487 203 + 612 





In connection with the financing on June 15, the 
Treasury’s deposits with the Reserve Banks were in- 
creased by about $goo millions and, as a consequence, the 
excess reserves of member banks of the Reserve System 
were reduced from nearly $3,000 millions and early in 
June to a little over $2,000 millions on June 17. The 
funds flowed quickly back into the market, however, as 
the Treasury was called upon to redeem in cash the bonds 
that had been paid out to veterans. By July I excess 
reserves had been restored to $2,670 millions, and it was 
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apparent that they might soon again rise above the 
$3,000 millions level. This circumstance revived expec- 
tations of action on the part of the Federal Reserve 
authorities to reduce excess reserves more or less per- 
manently by increasing the legal reserve requirements of 
the member banks. It was felt that with the large 
Treasury financing out of the way such a move might 
safely be risked without fear of hardening the interest 
rates which the government must pay for its funds. 
On the other hand, there was doubt whether so risky 
a step would be taken prior to the election, particularly 
since there is still no evidence that the surplus of 
reserves is being actively used to expand speculative 
credit.* 

A few bankers have recently given a new twist to the 
discussion of excess reserves by urging that the Treasury 
borrow some $2,000 millions of extra funds and use the 
money to “ sterilise ’’ an equivalent sum of gold, thereby 
reducing member bank excess reserves and at the same 
time placing itself in a position to release gold for export 
without effect on the market should Europe begin to call 
home some of the funds sent here in the past two years. 
The idea, which is inspired by the operation of the British 
Equalisation Account, has not found much favour. The 
chief objections to it are that it would place the Treasury, 
rather ry the Federal Reserve System, in complete 
control of bank reserves and that it would involve a 
costly and unnecessary increase in the public debt. 

That debt has come in for renewed examination in 
connection with the closing of the Government’s fiscal 
year on June 30. The deficit for the year was 
$4,763,841,642, the largest in peace-time history. The 
debt at the close of the year stood at $33,778,543,493, an 
increase of $5,077,650,869 over the previous year and a 
rise of almost $13 3,000,000,000 since the New Deal took 
office. The Treasury points out, however, that the debt 
total is subject to certain offsets, which it calculates at 
$8,750 millions, including a balance in the general fund 
of $2,700 millions, the stabilisation fund of $2,000 
millions set up out of the “ profits’’ of devaluation of 
the dollar, and more than $4,000 millions of recov erable 


* Le gal reserve requirem« ‘nts were increased by 50 per cent. on 
July 15, the increase to take effect on August 15. This change is 
discussed on p. 97.—Editor, THE BANKER. 
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assets in the form of loans made sites i the Reconstruction 
Finance Corporation and other Government lending 
agencies. 

The bonus distribution to veterans, which was an 
important cause of the latest rise in the debt, was made 
in the form of $50 bonds, bearing interest, which were 
redeemable at once for cash. Out of the total of nearly 
$1,700 millions distributed, about $1,000 millions had 
been cashed up to the end of the first week in July. 
This cashing of bonus bonds has had a remarkable effect 
upon the volume of money in circulation, which rose by 
$313 millions between June 10 and July 1, to a total of 
$6,250 millions, a figure only previously exceeded during 
the national hoarding movement of the bank holiday 
in 1933. 

The bonus payment has stimulated trade to some 
extent, but it has operated much more slowly than was 
anticipated and has led to doubts whether a reaction 
may not take place once the effects of the distribution 
are worn off. On the whole, business has been above 
expectations and the usual summer slackening is late in 
starting, leading to increased optimism as to the outlook. 
Two important elements of uncertainty have appeared, 
however, in the shape of the severe drought throughout 
the Middle West which has destroyed crops and created 
new relief problems, and the threatened industrial strife 
in the steel industry in the East where a determined 
effort is to be made to unionise the workers. 

An important development in banking in June was 
the wholesale movement on the part of large banks to 
repay their indebtedness to the Reconstruction Finance 
Corporation. The First National Bank of Chicago has 
arranged to pay off the $25 millions of preferred stock 
that it sold the Government agency in 1934; the Manu- 
facturers Trust Company in New York is engaged in 
retiring $25 millions of its capital notes held by the 
R.F.C. through the sale of convertible preferred stock to 
shareholders; the Chase National Bank has paid off the 
$50 millions of its preferred stock held by the R.F.C., 
employing for that purpose recoveries realised on assets 
prev iously written down, and the National City Bank is 
similarly retiring its $50 millions of R.F.C. preferred 
stock, although “reducing its total capital funds about 
$38 millions in the process. In all, banks throughout the 
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country have retired $309,100,436 of the preferred stock 
or capital notes sold to the Government agency thirty 
months ago, thus reducing the Government’s participa- 
tion in bank ownership from a peak of $1,066,016,003 to 
only $756,915,506. 


French Banking 


By M. Mitzakis 


URING June there was an improvement in the 
D French money market. There was a marked fall 

in money rates, due not to any heavy reflux of 
funds previously hoarded, but entirely to a new orientation 
of the discount policy of the Bank of France. In the 
second half of June the Central Bank inaugurated a policy 
of cheap money. After the elections, in face of the 
continuous drain of gold out of the country, the official 
discount rate was raised from 5 to 6 per cent. At the 
same time the interest rate for advances on securities 
was raised from 6 to 8 per cent. This decision was taken 
at the time when M. Jean Tannery was still governor, 
but on the accession to power of M. Léon Blum, M. Tan- 
nery was replaced by M. Emile Labeyrie as governor 
of the Bank. This change was the beginning of an 
important alteration in the policy of the Bank, as regards 
not only discount rates but also the Bank’s relations with 
the State. 

On June 23 the official discount rate was lowered 
from 6 to 5 per cent., on June 25 from 5 to 4 per cent., 
and on July 8 from 4 to 3 percent. Other interest rates 
have undergone similar reductions, with the exception 
of the rate for advances against gold bars which still 
stands at g per cent. The following table shows recent 
variations in the interest rates of the Bank of France :— 

Advances on 30-day Advances against 
1930 Discount Securities Advances gold bars 
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These successive lowerings of the Bank rates have, of 
course, resulted in a similar movement in private rates. 
The market rate of discount which stood at about 6 per 
cent. fell to 5, then to 4, and finally to 3 per cent. The 
rate for loans against Bons de la Défense Nationale have 
followed the same course. The drop in day-to-day money 
has been proportionately less marked, and the same is the 
case on the Stock Exchange where at the end of June 
the interest on loans on securities stood at 44 per cent. 
on the Parquet and 7# per cent. on the Coulisse, against 
6 per cent. and 9? per cent. respectively at the end 
of May. 

The following table shows changes in money rates 
since the end of April, but since it is only carried up to 
the end of June the last official reduction on July g does 
not appear :— 

End of Endof End of 
April, May, June, 
1936 1936 
: % % 
Banque de France rediscount rate es 5 6 4 


Market rate of discount .. oa oi 6 4} 
Day-to-day money - wi wa 53 44 
Loans on Bons de la Défense Nationale :— 
Market rate forone month .. ea 52 
Market rate for 3 months a wa 6 44 
Rates on loans on securities :— 
On the Parquet ‘ - v 6 
On the Coulisse. . wi ‘i ‘4 ot 93 


4 
7 


It should be noted that private rates have been main- 
tained throughout at the level of the official discount 
rate. The recent reduction in Bank rate preceded and 
did not follow the fall in private rates, which shows that 
the Central bank has made the market lower interest 
rates, contrary to the rule that Central Banks should 
confine themselves to “ determining” the short-term 
rate of interest. 

These parallel variations of the private and official 
rates are an indication that the money market continues 
to be very tight. The volume of funds has been in- 
sufficient to meet demands and the banks have again 
had to turn to the Bank of France to obtain the credit 
they needed. Since the Central Bank agreed to supply 
the credit under conditions more favourable to the 
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borrower, the level of rates fell, but the drop has been 
more apparent than real. 

During the second half of June there has certainly 
been a check on the outflow of gold. Some gold has even 
returned to the country. The British Exchange Equalisa- 
tion Account has had to support the pound by selling 
francs, and has thus had to turn over some of its gold to 
the Bank of France. This reversal of the exchanges is 
the result of the repatriation of French capital. 

This reflux of funds previously exported has not, 
however, been stimulated by any return of confidence. 
It has been due primarily to fears of repressive measures. 
The Government has put through the Chamber a bill 
which strengthens the penalties to be imposed on those 
who have omitted to declare the capital they hold abroad. 
The omission is from now on to be punished not only 
by imprisonment but also by fines and the confiscation 
of the undeclared capital. Several individuals who had 
not made the necessary declaration were scared and 
repatriated their funds. This is the reason why, during 
the last days of June, the franc showed a certain 
firmness. But the reflux of capital has not been sub- 
stantial, and it is doubtful whether the aggravation of 
the punishment for non-declaration will be sufficient to 
cause a considerable return of capital. Moreover, since 
the beginning of July the tendency of the franc has been 
less firm. 

It must be recognised that the monetary policy 
followed by the new Government is not such as to 
remove all fears concerning the future of the franc. 
Certainly M. Blum has pronounced himself categorically 
opposed to devaluation, but it is not enough for him to 
proclaim his hostility to this measure. Steps must also 
be taken to ensure that it will not one day become 
inevitable. 

Since it has been in power the Government of 
M. Blum has not followed technically a policy of the 
kind to restore confidence in the franc. The stay-in 

trikes, which took place in May and June, were con- 
cluded with the raising of wages which has resulted in a 
heavy increase in the prime cost of French industry. 
The institution of the forty-hour week and paid holidays 

measures which have been voted by Parliament—has 
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imposed, moreover, an extremely heavy burden on all 
employers, as this double reform has been effected 
without there being any reductions in either the weekly 
or monthly wages of the worker. French production 
costs, which already were very high, have thus risen, it 
is estimated, by 30 to 40 per cent., and so France’s 
position in international trade has been considerably 
weakened. An aggravation of foreign competition in 
the home market must also be expected, unless the 
Government raises the customs barriers or reduces the 
import quotas. 

From the point of view of the public finance, the 
policy of M. Blum’s Government has hitherto been 
scarcely more satisfactory. The revocation of numerous 
‘ décrets-lois ’’ has resulted in an increase in budgetary 
expenditure, and consequently a swelling of the deficit. 
The proposed public works will impose on the Treasury 
another important charge to be added to those og 
existing. The Finance “Minister, M. Vincent Auriol, 1 
not, however, duly worried by this aggravation of the 
financial situation. He believes that in a time of crisis 
it is impossible to balance the budget. What is essential, 
he affirms, is to get economic activity started up again. 
It is a bold policy, but a dangerous one should things 
not work out according to expectations. 

From the monetary point of view the first decisions of 
the Government have not been much more reassuring. 
As soon as he obtained office the new Finance Minister 
asked Parliament to vote a law which :— 

(1) Consolidated the discounts of Treasury Bills 
effected by the Bank of France during the last year, the 
sum of which totalled Frs. 14 milliards. 

(2) Authorised the Bank of France to open, for the 
benefit of the Treasury, a new credit of Frs. 10 milliards, 
to enable the Government to meet the new expenditures. 

M. Blum’s cabinet has thus chosen a policy of 
inflation. It is true that he has justified the recourse to 
advances from the Bank of France by the necessity of 
assuring the position of the Treasury. In his opinion it 
is a question of a provisional inflation to be progressively 
eliminated as soon as the Government can economise. 
The Finance Minister, moreover, has already embarked 
on the issuing to the public of Treasury Bonds at 3} per 
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cent. for six months and 4 per cent. for a year. It is 
none the less true, however, that the Treasury is carrying 
on by means of the issues of notes by the Bank. 

The balance sheet of the Bank of France, at the end 
of June, reveals the effect of the further advances made 


to the Treasury :— 
End of End of End of 
April, May, June, 

1936 1936 1936 


ASSETS. (Millions of francs) 

Gold Reserve . - - ou 60,768 57,022 53,999 
Foreign eel reserve (total) .. 3,126 080 s«¥,412 1,284 

Sight .. ° “s es ‘i 6 139 20 

Time... on a os ea I,IIQ 6s,272—Ss«1,264 
Discounts (total) .. “ i id 15,02I 19,395 21,561 

French bills és : - és 14,843 19,380 21,547 

Bills on Foreign countries a an 178 15 14 
Advances on bullion as - - I,67I 1,347 1,286 
Advances on securities .. ee hs 3,533 3,381 3,441 
Advances up to 30 days 7 “ 1,058 797 ~+«+1,048 
Bonds of the Caisse Autonome .. - 5.708 5,708 5,708 
Provisional advances to the State— 

(a) Regularisation of previous advances — — 37 

(6) New advances - a — -- — 500 


LIABILITIES. 
Note circulation .. od 84,138 84,705 85,106 
Current and deposit accounts (total) ie 9,562 8,759 7,832 
Of which— 
Treasury ne bs a go 84 79 
Caisse Autonome sah hes as 2,602 1,766 1,226 


Private accounts a - as 6,684 6,839 6,360 
Sundry .. $i 7” ‘ig 186 70 168 


Total of sight liabilities .. wi ‘es 93,701 93,464 92,938 
Percentage of gold cover a .- 64°85% 61-01% 58-10% 
This recourse to inflation is naturally reflected in a further 
expansion in the note circulation. At the end of June 
it totalled Frs. 85,106 millions, compared with Frs. 84,705 
millions at the end of May, and Frs. 84,138 millions at 
the end of April. It must be remembered that in 
January-February 1936 this figure was in the neigh- 
bourhood of Frs. 81 milliards. 

In spite of a reduction of more than Frs. 3 milliards 
in the gold reserve, the total of sight liabilities has only 
fallen from Frs. 93,464 millions at the end of May to 
Frs. 92,938 millions at the end of June. Also the per- 
centage of gold cover has again weakened, having fallen 
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from 61-or to 58-10 per cent. In February last it was 
still above 70 per cent. Thus in four months it has 
dropped 12 points. 

Will the Government, with its strong majority, 
succeed in provoking the return of exported capital and 
thus bring about an influx of gold? Will it be able to 
obtain from the public by means of short-term borrowing 
the necessary funds to avoid further recourse to the 
Central Bank? These are questions which it is not yet 
possible to answer. A difficult experiment is beginning 
in France. In spite of its contradictions, it nevertheless 
has in certain spheres some chance of success. 


German Banking 
By a Correspondent 


S was expected, the German Government floated 
A a further loan in June. The amount of it was 
Rm. 700 millions in State Treasury Bonds bearing 
interest at 4} per cent. as in the case of the previous 
loans, but for a term of twelve years as compared with 
the eight to ten years currency of the earlier issues. 
Issued at 98? per cent. it yields 4-67 per cent. The 
date of first payment for the Bonds was from June 29 
until July 14 and the period of final subscription is 
from July 23 until October 5. Of the total a block 
of Rm. 200 millions was subscribed for directly by 
the Banking Syndicate under the leadership of the 
Reichsbank and the remaining Rm. 500 millions have 
also been taken over by the Banking Syndicate. The 
general prospects of the issue are manifestly more 
favourable than those of the Rm. 500 millions Treasury 
Bond loan of the German State Railways issued at the 
beginning of the year. It is expected that the sum total 
held by the Syndicate will eventually be disposed of 
among the general public. The President of the Reichs- 
bank, Dr. Schacht, has, in repeated appeals, called upon 
industrial enterprises to show willingness to subscribe; 
their profits have been especially augmented by state 
regulations and in that connection he has pointed out 
that failure to secure consolidated support for the 
Government’s efforts must have repercussions on taxa- 
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tion. The total short-term liability of the Government 
will then amount altogether to about Rm. 3-3 milliards. 
Recently the stock markets have again shown a strong 
capacity for absorbing fixed interest-bearing securities, 
partly as a result of the continued liquidity of the money 
markets, and partly because of the high prices of most 
shares, which has made the smaller investor, in his own 
interests, turn again to Government stocks. As recently 
as May some Rm. 200 millions worth of fixed-interest 
securities of the “‘ Kredit-und Hypothekenbanken ” were 
disposed of among the general public. 

Recent returns of the Reichsbank show, as in 
previous cases, the first influences of the state loan. At 
the end of June loans advanced to Rm. 805 millions as 
against Rm. 589 millions a year ago. This difference 
was largely accounted for by the rise in the amount of 
bills accepted, which increased to Rm. 221 millions against 
Rm. 65 millions at the end of June, 1935; from July 1 
the first payments on the new Government loan were 
called up, and were used for the immediate repayment 
of bills. The difference mentioned above was eliminated 
and the strain on the resources of the Reichsbank for the 
requirements of domestic business became less heavy, as 
was the case until May. The expansion in the note circula- 
tion has become smaller. At the end of June it amounted 
to Rm. 364 millions as against Rm. 527 millions at the 
end of May and in the first week of July it shrank 
still further. The preliminary effects of the Government 
loan also showed themselves in the daughter institution 
of the Reichsbank, the Deutsche Golddiskontbank. After 
taking over about Rm. 200 millions in May it was able to 
expand its “sola”’ bill-of-exchange circulation only by 
Rm. 61 millions (to Rm. 716 millions). A further 
recession is definitely to be expected for July, since the 
sums anticipated to be necessary for the loan payments 
will be needed. For, as in the case of previous loans, 
it appears again, that as business subscribes, its demand 
for such bills, which directly or indirectly serve to finance 
public works, is correspondingly diminished. 

The Berlin ‘ Grossbanken”’ showed during May a 
further rise in deposits, especially in genuine customers’ 
deposits. This is attributable chiefly to fresh acceptance 
of trade bills for industry—whose influence manifests 
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itself not only here, but it seems also in the individual 
credit balances. The contraction in customers’ credits has 
continued, these having been reduced by one-third—a 
sign of the call on standstill credits—and the withdrawal 
of deposits by provincial banks. On the other hand, 
there was no falling off in loans during May, for individual 
needs for larger credit still remain. With regard to bills 
the movement in favour of longer term bills still continues 
and is explained by the tender of so many of this type of 
bill. With reference to stock exchange securities it 
appears that the banks could still sell, before the new 
Government loan, public stocks such as earlier Govern- 
ment loans and other fixed interest stocks and this has 
weakened the price of shares on the stock exchange still 
further. Regarding institutions concerned with the 
financing of public works it is noteworthy that in May 
the accounts in question diminished. The savings banks 
showed further favourable increases and the chief institu- 
tions have a correspondingly large increase of creditors. 


Latin America 


By a Correspondent 


HE banking situation in Argentina shows little 
important change, except that, for the first time 
since the Central Bank took over the machinery 
of exchange control, the peso has been permitted to 
depreciate in value in the official exchange market, the 
Central Bank’s selling rate, which had remained but little 
changed from the level of 17-02 pesos per £ from the 
commencement of 1936 up to June 17, having since been 
raised by successive stages to 17-08 pesos. The rates 
ruling in the “free’’ exchange market have risen 
sympathetically, although the latest quotation of 18-44 
pesos per £ is below the highest level reached in the 
recent movement. 

The Central Bank has very strong reserves both in 
gold and foreign exchange, and the raising by that Bank 
of the official “ selling ’’ rate must therefore be taken to 
represent the deliberate policy of the Argentine authorities. 
The explanation undoubtedly lies in the desire to limit 
imports in view of the adverse effects of the heavy decline 
in exports due to reduced crops and a poor European 
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demand for grain. It is also thought that the upward 
movement in the rate and any that may ensue may also be 
partly attributed to the proposed duty of 3d. per lb. on 
Argentine meat imported into Great Britain. In other 
words, importers would be made to bear, at least in part, 
the cost of a bonus to cattle breeders to offset the duties. 

The partial failure of the fine cereal crops might have 
been neutralised by the current movement of maize, the 
yield of which is known to be heavy, but for the fact 
that the recent wet weather has been extremely unfavour- 
able for the conditioning and transport of this grain. 
It must be added that in former times the situation would 
undoubtedly have been met by allowing the peso exchange 
to break, a contingency which is unlikely to arise on the 
present occasion. 

The Report of the Bank of Brazil for the year 1935 
refers, inter alia, to the Financial Mission which visited 
Europe in the early part of last year and details the 
various arrangements made to deal with Government and 
commercial obligations abroad, it being affirmed that the 
payments under the agreements were fully maintained. 
The Report draws attention to the contrast between the 
reduced activity in Brazilian foreign trade and the 
continued development of domestic inter-State commerce 
and points out that Brazil cannot hope to attain a 
position of stability until she can balance her Budget, nor 
can she count upon recovery being brought about by an 
early return to normal foreign trade conditions or by a 
renewed influx of foreign capital. The Report endorses 
the desirability of the Government’s policy of continuing 
the acquisition of a stock of gold, and in this respect the 
gold deposited by the Treasury appears on the liability side 
of the Balance-Sheet of the Bank of Brazil as at December 
31 last at 253,783 contos of reis (£2,820,000 at an exchange 
of 90 milreis—£1), representing a commencement of the 
accumulation of foreign exchange reserves in respect of 
which the country has for many years been dependent 
entirely upon exports. 

Until the economic crisis in the middle of 1931, 
the total volume of loans granted by the Central Bank of 
Chile resulted from transactions effected under the Bank’s 
Charter, that is to say, the discounting and re-discounting 
of bills of exchange. In that year, however, the 
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repercussions of the World Crisis necessitated the enact- 
ment of several laws to augment the powers of issue 
enjoyed by the Bank and to modify the provisions of the 
original Charter. In consequence, the Bank’s credit 
structure changed completely and large loans were made 
to the State and Government Departments. At a later 
date, the various obligations contracted by the State 
with the Bank were funded into a single loan. The 
total of loans made by the Central Bank, after a sharp 
increase to about 650,000,000 pesos between 1931 and 
1932, rose further to 800,000,000 pesos, at which figure, 
more or less, it has since remained, the greater part 
being represented by the consolidated debt of the State 
already mentioned. Loans made to the nitrate industry 
normally increase in the first six months of each year, 
gradually decreasing in the second six months, and these 
variations constitute the main cause of the fluctuations in 
the total volume of credit granted by the Bank during the 
past three years. 

Credit operations to the banks holding shares in the 
Central Bank of Chile and to the general public remained 
at a low level during 1935, but nevertheless tended to 
increase. Comparing the amount of loans outstanding 
at the Central Bank on December 31, 1935, with the 
corresponding figures a year previously, an increase is 
shown of 23,400,000 pesos, attributable to the re-discount 
of nitrate credits and bills (20,500,000 pesos) and to 
loans made to the semi-fiscal development credit institu- 
tions (12,100,000 pesos). On the other hand, decreases 
are to be noted in the consolidated debt of the State 
(6,900,000 pesos) ; loans made to the Private Employees 
Provident Society (2,000,000 pesos) ; and in some smaller 
items. Comparative figures of the loans made by the 
Bank are given in the following table :— 

CENTRAL BANK LOANS 
(In millions of pesos) 
Rediscounts Loans to the 
tobanksand Other State and Total. 
discounts to loans and Government 
public. discounts. Departments. 
December 31, 5 7°6 72°5 706-0 786-1 
Pe 1 6-8 42°2 13°6 762-6 
4°4 1059 682-3 792°6 
35°6 82-7 518-2 636°5 
83°8 46°5 g1°8 222°1 
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The loan to the State, or Consolidated Debt, has been 
reduced to 658.8 million pesos. The re- -discount rate 
of the Central Bank to the banks holding its shares was 
raised by 3 per cent. in June, 1935, to 4} per cent., a 
similar increase occurring in the discount rates to the 
public to 6 per cent. 

The amount of the Central Bank’s liabilities in 1935 
showed no changes of importance in comparison with the 
figures for the two preceding years. According to calcula- 
tions made by the Bank, the daily average of these 
obligations was 872 million pesos, compared with 869 
millions in 1934 and 847 million pesos in 1933. The 
greater part of the liabilities is made up of notes issued, 
which during 1935 fluctuated around the figure of 530 
million pesos. The balance was made up of deposits by 
the banks which are shareholders of the Central Bank 
(approximately 200,000,000 pesos) and deposits by other 
institutions and by the public (some 140 million pesos). 
The gold reserves maintained by the Central Bank, 
which at December 31, 1934, stood at 141,186,000 gold 
pesos of 6d., increased during 1935 by 625,000 gold pesos 
and at December 31 last stood at 142,442,000 gold pesos. 
Practically the entire amount of the gold reserves 
remained held in the vaults of the Bank in Chile. The 
net profit of the Central Bank on its operations in 1935 
was 12,300,000 pesos, compared with 11,800,000 pesos in 
1934. The capital of the Bank remained unchanged during 
the year at 90,832 shares of the nominal value of 1,000 
pesos each. The Legal and Special Reserve Funds 
stood at 19,419,000 pesos at December 31, 1935. The 
shares of the Bank at the end of last year were valued at 
1,214 pesos, although their quotation on the Stock 
Exchanges had risen during 1935 by 110 pesos to 1,225 
pesos. 

The daily average of the note circulation of Chile last 
year was go6 million pesos, compared with 896 million 
pesos in 1934. The circulating medium fluctuated during 
the first three months of 1935 around 888 million pesos, 
rising in the first fortnight of May to 934 million pesos. 
This increase was due to re-discount operations by the 
Central Bank for several of the banking institutions, more 
especially on nitrate bills. 
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The commercial banks in Chile show a notable expan- 
sion in activity coincident with the general recovery, 
especially in internal commercial affairs. At December 31 
last, the total volume of credit granted by the commer- 
cial banks in currency reached the highest figure ever 
recorded in this respect, namely 1,686 million pesos. This 
represents an increase of 280 millions for the year, as 
compared with an increase of 263 million pesos in 1934. 
As in the case of credit, there has also been a marked 
upward tendency in the amount of deposits in national 
currency made with the banks. At December 31 last 
the total of such deposits was 1,512 million pesos, as 
against 1,332 millions and 1,143 millions in the years 1934 
and 1935, respectively. 

Banking operations in foreign currencies continued 
to decrease throughout 1935. On December 31 last, 
loans in such currencies totalled 35-8 million pesos of 6d. 
gold, as compared with 50-4 millions in 1934 and 87-2 
millions in 1933. Deposits in foreign currencies totalled 
29 million pesos of 6d. gold at the end of the year, as 
compared with 36 millions in 1934 and 52-8 millions in 
1933. 

The cash holdings held by the banks in 1935 were 
somewhat lower than the levels of 1934 and 1933. The 
daily average of cash holdings was 358 million pesos, as 
compared with 375 millions and 382 millions, respectively, 
in the two preceding years. Owing to the increase 
experienced in the “ legal minimum cash holding ”’ as a 
consequence of an increase in deposits, the margin of cash 
holdings which are freely disposable of by the banks has 
considerably decreased. In 1935 the daily average of 
such cash holdings was only 129-6 million pesos, as 
against 172 millions in 1934 and 213-4 millions in 1935. 

Investments held by the Chilean banks totalled 214 
million pesos at the end of 1935, while in 1934 they totalled 
197 millions and in 1935 211 millions. Net profits made 
by the banks in 1935 reached 42-3 million pesos in 1935, 
or 7 per cent. on their capital and reserves, as against 
30°4 millions in 1934, which represented a return of 
5°8 per cent., and 21-6 millions in 1933, when the banks 
earned 4-1 per cent. In the years 1931-32, during the 
worst of the period of economic crisis, the banks lost a 
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total of 6-8 million pesos in 1931 (2:2 per cent.) and 
22-7 millions (4-2 per cent.) in 1932. 

With the continued recovery in Chile during 1936, 
particularly noticeable in industrial production, as also 
wholesale and retail sales, the money market has continued 
very brisk. Bank clearings in March, 1936, attained an 
average of 60-4 million pesos daily, which approximates 
very closely to the highest level recorded in March, 1935. 
The daily average for the first quarter of 1936 was 
57:9 million pesos, which is 7-9 millions higher than for 
the first quarter of 1935. During the first quarter of 1936 
bank credits and deposits rose by go and 129 million 
pesos, respectively. The cash holding, amounting to 
343-7 million pesos, was maintained at a lower level than in 
the latter months of 1935 but was larger by 15-9 million 
pesos than the average for the first three months of that 
year. The total amount of the circulating medium as 
between December 25 and March 15 last, averaging 
906-5 million pesos daily, continued at a slightly lower 
level than in the second half of 1935. 

The future banking movement in Chile, however, is 
bound to be affected by the considerable exchange 
stringency which hes recently arisen resulting from the 
continued heavy imports coincident with the recent 
prohibition of exports of wheat and other products. 
The Chilean authorities have endeavoured to prevent a 
natural rise in the export exchange rates by insisting upon 
all operations being concluded on the basis of the rate of 
26 pesos per U.S. dollar, at which “ privileged’’ exchange 
had previously been allocated in small amounts to the 
banks daily. Even the allocation of this “ privileged ”’ 
exchange has now been stopped, with the net result that, 
for the time being, the market is paralysed. Permits 
are no longer being freely granted for the payment of 
imports which have already arrived from Great Britain 
and the United States, although imports from Germany, 
which country has a “Compensation” Treaty with 
Chile, continue to take place without great difficulty. 
Unless a fundamental change occurs in the situation, it 
will obviously be necessary for British and American 
firms to exercise considerable caution in accepting orders 
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from Chile, while there is even the possibility of reprisals, 
whether through enhanced Customs duties or otherwise, 
at least on the part of the United States. 


International Banking Review 


ITALY 


HE Italian Government has made arrangements for 
providing banking facilities for the conquered part 
of Abyssinia. The Bank of Italy has established 
a branch in Addis Ababa, and has assumed charge of 
the official financial operations. Abyssinia will have no 
Central Bank of her own, and the lira notes of the Bank 
of Italy will be the sole legal tender. This solution is in 
accordance with the policy pursued up to now in other 
Italian colonies, none of which have banks of issue or 
currencies of their own. The object of introducing the 
lira as the means of payment is to avoid transfer and 
exchange problems between Italy and her colonies. 

The scheme for establishing a Colonial Bank has been 
abandoned, and the Banco di Roma has obtained the 
monopoly of commercial banking in Abyssinia. It has 
branches at Massana, Asmara and Mogadisco, and has 
recently established a branch in Addis Ababa. Branches 
are also being established in all the centres of the new 
Government in East Africa as well as in Gondar, Dessie 
and Harrar. The fact that no other Italian commercial 
bank will operate in Abyssinia is in accordance with the 
policy aiming at specialisation and division of labour in 
the banking system. The Banco di Roma has been the 
only Italian commercial bank to establish branches in 
Tripoli, Eritrea and Italian Somaliland, and now the 
same principle is being extended over Abyssinia. 














SWITZERLAND 


The period of banking troubles is by no means over. 
La Société de Crédit 4 Lucerne is the latest victim to 
adverse circumstances. It had to be granted a two 
years’ moratorium. In other instances existing mora- 
toriums had to be renewed. Throughout June it was 
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feared that the city of Geneva would be unable to meet 
the interest service on its loan falling due at the end 
of the month. To avoid default the Swiss banks declared 
themselves prepared to wait until the end of the year for 
the repayment of the 8,500,000 Swiss francs advanced to 
the city on condition that the interest service would be 
maintained. Amortisation, however, had to be post- 
poned indefinitely. The Banque Féderale Suisse, one of 
the seven leading commercial banks of Switzerland, has 
reduced its share capital from 75,000,000 francs to 
66,760,500 francs by the purchase and cancellation of 
16,479 shares valued at 8,239,500 francs. 


HOLLAND 


As a result of the recovery of the guilder, and the 
reversal of the outflow of gold, the Netherlands Bank 
has been able to make several reductions in its bank 
rate. It now stands at 3 per cent., and a further reduction 
to 24 per cent. is generally anticipated. The extent of 
improvement in Dutch colonial trade is illustrated by 
the increase of the net profits of the Bank of Java from 
1,035,000 guilders to 1,395,000 guilders. The dividend 
has been raised from 74 to 9 per cent. During the business 
year, notwithstanding better trade, the net circulation 
declined from 180,000,000 guilders to 162,000,000 guilders, 
and the gold and silver stock from 68,100,000 guilders to 
60,700,000 guilders. 

AUSTRIA 


Mr. van Hengel, the Managing Director of the 
Creditanstalt, was killed in an aeroplane accident last 
month. He was appointed by the foreign creditors of 
the Creditanstalt in 1931, in connection with the recon- 
struction of the bank. It has now been decided that his 
successor should be an Austrian and not a foreigner. 
The creditors agreed to this because the reconstruction of 
the bank has reached a sufficiently advanced stage to 
dispense with the necessity for having a foreign nominee 
in charge of the bank. Accordingly Herr Joham, a 
director of the bank, has been elected Managing Director. 


HUNGARY 
The Hungarian Land Mortgage Institute has been 
absorbed by the National Land Mortgage Institute. The 
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latter takes over the former’s assets and assumes respon- 
sibility for its liabilities. The Hungarian Land Mortgage 
Institute has an issue of 7} per cent. sterling land mort- 
gage bonds outstanding. The Hungarian standstill 
agreement, which expired on June 30, has been renewed 
on practically identical terms. The arrangement with a 
group of British bankers concerning Hungarian sterling 
treasury bills has also been renewed. Holders are to 
receive 2} per cent. interest in Hungarian currency. 


JUGOSLAVIA 


In connection with Dr. Schacht’s recent Belgrade 
visit the scheme for the establishment of a German bank 
in Jugoslavia has made further progress. In its latest 
form the suggestion amounts to the transfer of the short 
majority of an existing Belgrade bank, probably the 
Export Bank, to German interests. The Export Bank 
has a capital of 30,000,000 dinars and is controlled by a 
group of export merchants. 


IRAN 


The progress in the industrialisation of Iran resulted 
in an expansion in banking activity. The balance sheet 
of the Imperial Bank of Iran reflected this increase in 
spite of the fact that during the year ended March 20, 
1936, its operations were handicapped by very sharp 
fluctuations in the exchange rate. For the past four 
months, however, the exchange has remained stable at 
the level fixed on March 1, and prospects of banking in 
stable exchange conditions are therefore favourable. 


SWEDEN. 


In spite of a pronounced stock exchange boom, rising 
foreign trade figures and great liveliness in industrial 
production, market requirements for fresh credit 
accommodation showed a downward trend in June, and 
the Swedish joint stock banks’ total advances dropped 
by Kr. 21 millions to a total of Kr. 3,874 millions, whereas 
deposits increased during the month by Kr. 33 millions 
to a total of Kr. 3,716 millions. As a result the money 
market again became easy. ‘‘Cash and at Bank of 
Sweden ’”’ holdings rose by Kr. 72 millions to a total 
of Kr. 280 millions, and the surplus of advances over 
deposits dropped by Kr. 54 millions to Kr. 158 millions, 
which under present favourable conditions is an unusually 
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low figure. The contraction of advances is chiefly due 
to a reduction of the bank’s home bills portfolio, which 
in its turn has been caused by the withdrawal of Kr. 15 
millions Treasury Bills out of circulation. The out- 
standing volume of Treasury Bills now amounts to only 
Kr. 15 millions. 

Following the usual market requirements at the turn 
of the half-year’s period, the note circulation rose during 
the month from Kr. 773 millions to Kr. 792 millions. 
The gold reserve of the Bank of Sweden reached Kr. 511 
millions at the end of June, compared with 355 millions 
on June 30, 1935. During the same 12 months the 
Bank of Sweden’s total foreign assets—foreign bills, 
bonds and deposits abroad—have contracted from Kr. 614 
millions to 496 millions, as the Directors have, ever since 
the autumn of 1935, followed a policy of converting the 
Bank’s foreign assets into gold in consideration of the 
uncertain political outlook in the world. Since the 
Bank returns show the gold reserve in gold Kronor, the 
Bank of Sweden’s situation has strengthened considerably 
during the last 12 months. The recently published 
preliminary figures for Sweden’s Balance of International 
Payments in 1935 show a surplus of income over expen- 
diture of Kr. 63 millions, compared with 202 millions 
in 1934. Transfers of capital showed an efflux of about 
Kr. 23 millions. 

A transaction which had a certain bearing upon the 
situation of one of the medium-sized banks was the 
sale by the Goeteborgs Handelsbank, not to be mixed 
with the Goeteborgs Bank, of the entire capital stock 
of the Transatlantic Shipping Company, which the bank 
was forced to take over in 1933. As reported on previous 
occasions, the Swedish banks have largely profited by 
the general business recovery for disposing of their 
investments in industrial concerns. Of the “ big four ”’ 
the Goeteborgs Bank has during the first six months of 
the current year reduced her share holdings from Kr. 22-2 
millions to 15-1 millions, the Stockholms Enskilda from 
Kr. 20-9 millions to 16-9 millions, the Skandinaviska 
Kredit from 193-5 millions to 189-4 millions and the 
Svenska Handelsbanken from 48-5 millions to 46-1 
millions. 
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Books 


PAST AND PRESENT FACTS ABOUT MONEY IN THE UNITED 
STATES. By PAuL BAKEWELL, JR., New York, 
1936. (London, 1936: Macmillan & Co. 8s. 6d. 
net.) 


THIS is an account of the evolution of the dollar 
throughout history, mainly from a legal point of view. 
Part I deals with the history prior to 1933, while Part II 
describes the changes under President Roosevelt’s ad- 
ministration. It is not surprising that Part II is about 
twice as long as Part I, though even before 1933 monetary 
history of the United States was far from being un- 
eventful, especially if we go back well into the nineteenth 
century. But since 1933 the changes were so many that 
a dispassionate description was overdue, and is a welcome 
addition to the literature on the subject. 


Ways AND MEANS. By GEOFFREY CROWTHER. (London, 
1936: Macmillan & Co. 4s. 6d. net.) 


THE task of writing in a language intelligible to the 
general public is by no means easy. Mr. Crowther’s little 
volume, which is a reprint of a series of broadcast talks, 
is about as successful an effort to that end as anybody 
has ever made. There are few things in the volume 
which could not be understood by the man in the street. 
The effort at popularisation is, however, at times rather 
forced. In the chapter on International Finance, for 
instance. ‘‘ You can’t buy things in one country with 
the money of another country,’’ Mr. Crowther writes, 
and he might well have left it at that, but he proceeds : 
“ If you don’t believe me, try to buy a packet of cigarettes 
with a French bank-note. It will not be accepted by 
the tobacconist.”” Mr. Crowther is generous with the 
use of the term ‘“‘ nonsense ’’ whenever he disagrees with 
a view ; sometimes he breaks the monotony of its frequent 
use by adding adjectives and superlatives to it. All this, 
however, is a matter of detail, and in general the book 
can be recommended as an elementary book on economics 
for beginners. 
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PATTERNS OF Economic Activity. By ARTHUR RAD- 
FORD. (London, 1936: George Routledge & Son. 
12s. 6d. net.) 


HERE is a book on economics that is different. Those 
who like diagrams will find many original ideas in the 
way the author has made use of them. The book is 
addressed to the student of economics; practical bankers 
may find it rather heavy reading, in spite of the diagrams 
—or possibly because of them. 























THE PROBLEM OF INVESTMENT. By F. I. SHAFFNER, 
New York, 1936. (London: Chapman & Hall. 
15s. net.) 

TuIs book is a proof that a study of investment 
methods need not necessarily be pseudo-scientific or 
frankly unscientific tipping. Mr. Shaffner tackles his 
task with a praiseworthy thoroughness, and covers a 
wide field. He deals with the statistical, legal, economic 
and technical aspects of his subject. He exposes the 
fallacy of the safety of mortgage bonds, and pleads for 
the bondholder who seems to get the worst of both 
worlds. 























3ANK OF ENGLAND OPERATIONS, I8go-1914. By R. S. 
SAYERS. (London, 1936: P. S. King & Son. 
6s. net.) 

WE are all rather inclined to assume that before the 
War our monetary system was entirely automatic, and 
yet if we took the trouble to consult pre-War volumes of 
newspapers we must discover our mistake. It is, how- 
ever, for most of us, too much trouble to look up 
pre-War volumes, and we owe a debt of gratitude to 
Mr. Sayers for having done our work for us and for 
having published the result of his findings in a small 
book which gives a good idea about the extent and 
nature of official interference with the automatic working 
of the Gold Standard before the War. 
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MONEY AND BANKING. By G. W. DowriE, New York, 
1936. (London: Chapman & Hall. 16s. net.) 


Mr. DowrieE’s book has the great merit of being 
easily readable. It covers a wide range of subjects in 
the sphere of theory, history and practice of money and 
banking. While the book deals mainly with American 
banking and currency, it has important sections dealing 
with international matters. 


FAMouS BANK ROBBERIES, FORGERIES AND SWINDLES. 
By R. Tuurston Hopkins. (London, 1936: 
Stanley Paul & Co. Price 16s. net.) 


Mr. R. THursTON HopkKINs has made an interesting 
collection of the ways in which banks may be plundered. 
The stories are indeed so numerous and the methods 
employed so varied that bank officials after reading this 
book may be forgiven if they are noticeably suspicious of 
a cheque that is made out with very dark ink or palpably 
nervous at the sight of a stranger who appears when the 
bank is practically deserted. The author makes pungent 
criticism of the banks’ measures to safeguard their officers 
from the “stick ’em up” ruffian, claiming with some 
justification that the “ pseudo-brass rails protect the 
bandit, ot the cashier.”’ 


PUBLICATIONS RECEIVED 


THE CoRRECT ECONOMY FOR THE MACHINE AGE. By 
A. G. McGrecor. Third Edition revised and 
enlarged. (London, 1936: Sir Isaac Pitman & 
Sons. 6s. net.) 


HAYDON AND WATERHOUSE : THE SECRETARY’S MANUAL. 
Twenty-third Edition. (London, 1936: Jordan & 
Sons. Ios. net.) 
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Some Recent Martins Branches 
By Professor C. H. Reilly 


OST of the banks erected recently by Martins 
M appear to be either branches inserted as it were 
into the ground storey of big blocks of flats or 
offices or small suburban branches in Cheshire. I have 
before me this time only one considerable building which 
appears to have been put up as a whole for the purposes 
of the bank and of this I have only photographs of the 
exterior. Let us begin then with this branch, which is at 
Leicester. 

I have often pointed out how difficult it is, and how 
unfair it may be to the architect, to judge his building 
from the outside only. It is less so, of course, in the case 
of a building offering a facade to a street. That facade 
is necessarily something of an entity in itself apart from 
the building behind it. One can say whether it shows to 
the street a pleasant face or not. Whether that face 
expresses rationally and truthfully the interior behind it 
is another matter at which one can only guess. In this 
Leicester case one is at once in a difficulty. The face is 
pleasant enough, even handsome, but from the emphasis 
given to the centre five windows of the first and second 
floors, which the architect, Mr. George Nott, has grouped 
together into one mass by fluted pilasters and metal 
infilling, and has bound still further by a co1.tinuous 
balcony, one is at once tempted to think that this mass 
of window and pilaster represents the main internal 
feature of the building, and not the bank group of windows 
at the ground floor level. Pressing one’s nose against 
these latter windows, like a beggar in the street, it looks 
from the photograph as if the bank behind these windows 
were of one storey only, yet where on the front is the en- 
trance to the stair or stairs leading to the great hall above, 
not to mention the other rooms higher up still? It isa 
mystery. Perhaps this upper hall if it exists save by 
inference from the fagade is approached from another 
street. 
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One is therefore forced to judge this building not in 
the practical modern way as a solution to a definite 
problem but in the way architecture was judged in the 
classical period, say in the eighteenth century, as a 
matter of taste, certain rules being assumed and under- 
stood by all parties. This is a pity, for the building looks 
as if it deserved a better and more rational treatment. It 
looks as if it might be a good solution of its particular 
problem, whatever that might be, while at the same time 
presenting its pleasant face to the street. The interesting 
thing about this face, considered as a street facade, is 
how the classical rules are adhered to in spirit without 
literal transcription. We have all the main effects of a 
classical order of columns or pilasters standing on an 
architectural basement and running through two storeys 
in the Georgian manner without actually having them or 
having the fagade divided up into the three horizontal 
divisions of base, order and attic that that implies. We 
could, from this implication of the orders in the place of an 
explicit statement of them, combined with the generalized 
character of its detail, classical, but not in any sense 
strictly so, at once infer, I think, that this was a building 
of the present transitional period, designed by a man of 
great knowledge and taste, who perhaps in his heart 
wished to be modern but for these particular clients did 
dare to depart very far from the ancient formule. Except 
from the bank’s name we would hardly infer the building 
was for a bank. It might be a building for some music 
publishers with a hall for chamber concerts above. The 
general air of rather feminine elegance suggests some such 
occupation. The small windows at each side suggest 
two staircases, not one, and two would be unnecessary 
except for some upstairs assembly hall. Trying then to 
look at this fagade apart from any particular purpose as a 
piece of formal street architecture it is clearly something 
Leicester may be proud of. With its concentration of 
interest in its central portions and its plain outer parts 
it not only has the individuality and unity necessary in 
any work of art, but what is so important in a piece of 
street architecture it has as well the qualities of a good 
neighbour. It is not too assertive, it keeps well within 
itself and it pays deference to the plane of the street. In 
short it is an excellent piece of work which I hope,but 
that I cannot tell, makes an excellent bank as well. 
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Of the inserted banks, forced as it were into larger 
buildings, the Curzon Street branch by Messrs. Elcock & 
Sutcliffe represents perhaps the most difficult problem. 
This is a bank in the base of a big block of flats surrounded 
by enormous detail. Immediately above it is a balcony 
of which the supporting consols are the height of a com- 
plete storey. At the side is a massive Italian doorway to 
the flats withdetail very much smaller in scale, prov ingthat 
the flats themselves, though we cannot see much of them in 
the photograph, do not make a highly consistent building. 
This being so were Messrs Elcock and Sutcliffe, however, 
justified in departing so entirely from their manner and 
introducing under them as it were a small village shop 
with curved shop window and a wooden Georgian door- 
way? If I were the owner of the flats, however clumsy they 
may be, I should object to so complete a change, though I 
admit it might be very difficult to object to anything that 
so desirable a tenant asa bank suggested doing. The archi- 
tects may reply that this little wooden front, set in a 
massive stone frame, is really a little piece of furniture stood 
up against a giant building, and that it does no more harm 
than a delicate water colour would, hung in the saloon 
bar of a public house. I should still feel, however, that this 
is a gentlemanly way of carrying out the famous gesture 
the president of the Danzig Senate recently made at the 
meeting ot the League of Nations. I say a “ gentlemanly 
way ” of making this gesture for the detail of this little 
wooden insertion is pleasantly carried out in its period 
manner. On that score the only doubt I have is whether an 
eighteenth century designer would have allowed the curve 
of his bay window to spring from such thin uprights where 
the curve joins the vertical plane. Indeed this gives the 
window when one notices it, such an air of weakness that 
it looks as if a couple of hefty labourers could push the 
whole bay in or pull it out whichever they liked—not a 
very happy effect for a bank front. The interior is 
described to me as “ of period design.’’ From the photo- 
graph this seems to mean the combining of the thinnest 
of Adam wreaths on the ceilings with the very heavy 
isolated piers necessary for carrying the massive super- 
structure—an impossible combination. 

The Baker Street branch, a similar insertion, by 
Messrs. Deane & Braddell, into a great modern block has 
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been done in much less assertive manner. I presume the 
Egyptian looking piers between the windows are part of 
the main design as well as the frieze and strong stone 
cornice, for the latter appears from the photograph to run 
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Irchitect Mr. H. R. Collins, F.R.I.B.A. 
THE SANDBANKS, BOURNEMOUTH BRANCH 


hitects 


across the adjacent shops on either side. If all these are 
parts of the original building, then the bank architects 
merely inserted the windows and doors and added the 
lettering and the always welcome grasshopper sign. Yet 
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how much better do these windows fit their surroundings 
than the one we have just been looking at in the Curzon 
Street branch! Their heavy dark frames sit with perfect 
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Mr. E. C. Aldridge, L.R.1.B.A 
THE HESWALL BRANCH 


ease in this heavy stonework. There is no gesture of 
contempt here. If the architects designed the stonework 
as well one can still compliment them and perhaps even 
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more for they will have made a ground storey at once 
strong enough in appearance to carry the block of buildings 
above and at the same time simple and dignified 
enough to express the purposes of the bank. 

The Sandbanks branch, Bournemouth, is an addition 
by Mr. H. R. Collins of a bank ground storey to a rather 
clumsy modern building. Clearly neither the bank nor 
Mr. Collins believed in the building above, and could not 
bring themselves to imitate its horizontal windows and 
simple unarticulated forms. All they could consent to 
do was to put against the building a fairly plain stone 
facade with a round arch and the vertical windows of the 
old architecture. It is a gesture of contempt too, but not 
such a flagrant one as the Curzon street example. The 
scale for instance is not so outrageously different and one 
must admit that the Roman character of the bank is as 
subdued as possible. Somewhere else and not attached to 
a building of an entirely different type I feel confident 
Mr. Collins could use the motives he has adopted here 
to excellent effect. 

Of the small branches in Cheshire, the Heswall, 
Timperley and Eastham ones are all I find by the same 
architect, Mr. E. C. Aldridge of Liverpool, who built the 
excellent branch at Southport which was dealt with when 
last weconsidered some Martinsbranches. The Heswall one 
however is in my opinion the only one at all worthy of him. 
The other two, those at Eastham and Timperley, combine 
half-timbered gables in Cheshire black and white with large 
scale bank windows, and in that at Eastham the gable does 
not even appear to fit the bank below or vice versa if the 
bank was inserted afterwards. At Timperley the architect 
has, above his large plate glass bank windows, two little 
wooden oriels with leaded lights. No more I think need 
be said. 
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Bank Meeting 


STANDARD BANK OF SOUTH AFRICA 





MR. JOHN F. G. 


GILLIAT’S ADDRESS 





nary Meeting of the Standard Bank of 
South Africa Limited was held on the 
22nd July, 1936, at Southern House, London, E.C. 


Mr. John F. G. Gilliat presided. 


The Chairman said: Before dealing with other 
matters, I will turn to the balance-sheet figures. 
You will notice that deposit, current and other 
accounts stand at just under £58,000,000, which 
is an increase of £2,400,000 as compared with the 
figures appearing in our last balance-sheet. On 
the other hand, bills discounted and advances at a 
little below £30,000,000 show an increase of 
approximately £2,000,000, which I think you will 
agree is satisfactory, following as it does an 
improvement of £3,000,000 recorded last year. 
Investments at £12,400,000 are virtually un- 
changed, while cash in hand and at call and short 
notice at £15,000,000 compares with £14,000,000 
a year ago. Since the date of our balance-sheet 
the total investments have been increased by 


about £2,000,000. 


T= One Hundred and Twenty-third Ordi- 


You will note that in the profit and loss account, 
after making an appropriation to contingencies 
account, we have a balance of profit for the year 
of £477,535, aS against £502,590 last year. In 
explanation of this decrease I may say that it was 
decided to pay a special bonus for this year to 
the staff in recognition of their services during 
the period of pressure following upon the revival 
in trade conditions in recent years. The last 
occasion on which such a bonus was paid was in 
1931. 

Including the undivided balance of £165,169 
brought forward at March 31, 1935, there remains 
for disposal the sum of £642,704. The interim 
dividend paid in January absorbed £125,000, and 
after appropriating writing down 
Bank premises there remains a balance of £442,704. 
It is recommended that £125,000 be allocated 
to the Officers’ Pension Fund and a final dividend 
of 5s. per share be paid, together with a bonus 
of 2s. per share, making a total of 12 per cent. for 
the year, and that £142,704 be carried forward. 


£75,000 to 


IMPROVEMENT 

The year was characterised by continued 
steady improvement in the commercial and 
industrial life of the Union, and the country as 
1 whole has attained a remarkable degree of 
prosperity. While this is directly attributable 
in the first place to the phenomenal development 


STEADY 


of the gold-mining industry, other factors are 
now contributing to the general welfare, notably 
the more remunerative prices ruling for wool and 
other farm products. Agriculture generally ig, 
however, still greatly handicapped by ‘he insta 
bility of world conditions, and progress towards 
recovery is therefore slow, but the Government 
is seeking to alleviate marketing difficulties by 
encouraging the consumption of farm and dairy 
produce within the Union. 

The increased price steadily realised for gold 
throughout the year has enabled the mining 
industry to undertake production and develop. 
ment on a scale far exceeding the expectations 
of a few years ago, and the resulting increase in 
the circulation of money has stimulated employ- 
ment and industrial expansion to an extent 
unsurpassed in the history of the country. One 
of the results of this has been a _ remarkable 
increase of activity in the building trade, which, 
starting in Johannesburg, has spread through- 
out the country and resulted in the passing of 
new plans during 1935 totalling in the nine chief 
business centres no less than £16,000,000, 
Johannesburg itself has been largely transformed 
and extended, and with the continuance of the 
present prosperity no early lessening of building 
programmes is anticipated. 

Great preparations have been made for the 
Empire Exhibition to be opened in September in 
Johannesburg. This coincides with the Jubilee 
of this city and, being staged on a comprehensive 
scale, should prove a great attraction not only 
to the South African public but to visitors from 
overseas. 


LORD BALFOUR’S VISIT 


Our colleague, Lord Balfour of Burleigh, has 
recently returned from a tour of South, East, 
and Central Africa. By making extensive use 
of airway facilities he was able to visit, with one 
exception, all our branches in East Africa and 
80 branches in the Union, the Rhodesias and 
Nyasaland, including all the larger centres. The 
directors attach much importance to visits of 
this nature which enable them to keep in close 
personal touch with developments in the tert 
tories with which the bank is so closely concerned. 
Mr. Ralph Gibson, of the London management, 
also visited our branches in East Africa and the 
larger centres in Rhodesia and South Africa. 

The Report and the Accounts were adopted 
unanimously. 
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